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BRITISH FOREIGN INVESTMENTS IN 1930 


In the September issue of the Economic Journat of last 
year I published the results of a survey of British Foreign Invest- 
ments in 1929. The methods then used were dévised to ensure 
their ready application to all the classes of securities examined, 
and the hope was expressed that these methods would be 
applied with but little change to further investigations of the 
same nature. 

The present investigation has been conducted on the same 
lines and the results published in this article admit of com- 
parison with those obtained for 1929. It has therefore been 
possible to indicate some of the changes that have taken place 
in the nature of our overseas investments and the income derived 
from it. These changes assume a particular importance in the 
present survey, not only because of their relation to changes 
in the Balance of Payments, but also because the close of 1929 
saw the beginning of a severe slump in the Stock and other 
markets, accompanied by the liquidation of international and 
other securities on a large scale. 

However, not all the changes that are apparent from the 
figures contained in the present article can be ascribed to these 
factors. Owing to the increasing amount of material that is 
being so kindly placed at my disposal in connection with these 
investigations, and also to some differences that unavoidably 
occur in the types of samples used from year to year, some of 
these changes really represent a growth in our knowledge of our 
overseas investments, and some are the results of slight differ- 
ences in classification. Nevertheless, these considerations do not 
seriously impair the conclusions that are to be drawn from the 


results obtained. 
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OBJECTS AND oF INQUIRY 


As in the previous inquiry, the securities examined here in 
detail include : 


1. The bonds and stocks of Foreign and Colonial Govern- 
ments and Municipalities, interest payments on which 
are made in London. 

2. Securities of all British companies, classified in the Stock 
Exchange Official Intelligence, operating abroad and 
registered in the United Kingdom. 

3. Securities of companies classified in the Stock Exchange 
Official Intelligence, both registered and operating 
abroad. 


In the previous inquiry, of the securities in Group 3, only 
those in which dealings are permitted were subject to detailed 
examination. The present survey has been extended to include 
the whole of the loan and share capital of American railways, in 
addition to other foreign securities known to be held in some 
degree by British residents. Moreover, some care has been 
exercised in obtaining an approximate estimate of the British 
holdings of securities issued and dealt in entirely abroad, and 
of individual private investments, although these forms of 
investment are not susceptible to detailed investigation. 

The main results obtained as regards the securities examined 
are estimates for 1930 of : 


(a) the total nominal amount of British capital invested 
overseas outstanding at December 31st, 1930; 

(b) the income derived therefrom during that year ; 

(c) the volume of repayment and 

(d) the “‘new money” saved for overseas investment, this 
being regarded as the British subscription to new 
issues less the sum repaid through sinking funds and 
maturities during that year. 


In addition to an outline of the changes that these figures 
indicate, a tentative estimate is also made of the income derived 
from these investments during 1931, and its relation to the 
Balance of Payments is discussed. 

The results contained here have been arrived at by the use 
of information supplied to me by some seventy banks and over 
a thousand companies, and I should like again to express my 
appreciation of the helpful spirit they have shown, and of their 
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ready assistance, without which these inquiries could not be 
continued. 


Grovp 1. 


Foreign and Colonial Government and Municipality Stocks and 
Bonds. 


The method applied to this group of securities was discussed 
in some detail in the Economic JourNnaL of June 1930. Par- 
ticulars are obtained from banks and issuing houses in respect 
of all foreign and colonial loans, interest on which is paid in 
London, regarding (a) the total interest paid; (6) the propor- 
tion of this interest paid free of British income tax, and (c) the 
sinking fund payment made in the United Kingdom. For 
further information as to the manner in which these particulars 
were used in arriving at the figures below, reference should be 
made to the above-mentioned article. The results obtained for 
1930 are summarised in the following tables and compared with 
the corresponding results for 1928 and 1929. 


I 


Showing the proportion in 1930 of the total Interest paid in London, 
tax deducted, on certain classes of Investments, and a com- 
parison with the position for 1928 and 1929. 


Type of Security. 1928. 1929. 1930. 
Dominion and Provincial Government 
Securities 90-2% 90-:2% 90-4% 
Dominion and Colonial Municipality Stocks | 91-1 91-4 91-9 
Foreign Government Bonds and stats A 54-8 53-6 55-0 
Foreign Municipality Stocks . < 76-3 76-6 74-6 


As explained in previous -rticles, the high percentage of 
interest paid tax free on Foren Government Bonds is in large 
measure due to payments made in London in respect of the 
foreign tranches of international issues, as well as of sterling 
issues placed abroad. In the case of most of these securities 
coupons are cashable not only in London, but also abroad at the 
option of the holder, and hence the total interest paid in London 
on Foreign Government Bonds, as well as the proportions paid 
tax free and tax deducted, are liable to fluctuations from year 
to year that are not necessarily to be explained by the 
transfer of securities from British to foreign ownership or vice 
versa. 


N2 
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TABLE II 


Showing the nominal amount of British Capital outstanding in- 
vested in 1930 in certain classes of Securities, the Income 
derived therefrom, and comparison with similar results for 
1928 and 1929. 


(£000’s.) 
A. Caprrau.! 
Type of Security. 1928. 1929. 1930. 
Colonial Governments . 944,497 970,551 985,532 
Colonial Municipalities . : F 91,453 90,887 94,965 
Foreign Governments. 324,008 312,792 320,112 
Foreign Municipalities. 40,491 38,195 36,730 
Total. : : 1,400,449 1,412,425 1,437,339 
B. INcoME. 
1928. 1929. 1930. 
Colonial Governments. 39,770 41,994 42,490 
Colonial Municipalities . 4,050 4,422 4,388 
Foreign Governments. 16,048 16,205 15,793 
Foreign Municipalities . 2,028 2,040 1,995 
Total. 61,896 64,661 64,666 


C. REPAYMENT.? 


1928. 1929. 1930. 

Colonial Governments . 4,410 17,782 8,288 
Colonial Municipalities . 860 2,502 1,531 
Foreign Governments . 8,277 9,404 9,032 
Foreign Municipalities . 2,029 737 830 
Total. 15,576 30,425 19,681 


1 The figures for Capital include British subscription to issues floated in the 
year under consideration, but on which a full year’s interest would not be due 
until the succeeding year. 

2 Repayment as used in the above table excludes stock converted. 


The British subscription to new issues of this class floated in 
1930, less repayment through the operation of sinking funds and 
maturities amounted to £58 million. Nevertheless, Table A shows 
that British capital increased from £1,412 million at December 
1929 to £1,437 million at December 1930, a net addition of only £25 
million. To some extent this is explained by the comparative 
weakness of sterling during 1930, resulting in an encashment 
abroad of a greater number of coupons during that year. But 
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in the main the repurchase by foreign nationals of the bonds and 
stocks of their Governments is responsible for this difference. 

During the three-year period covered by the above table, 
British investments have substantially increased only in the 
securities of Colonial Governments, the actual increase being 
some £41 million between December 1928 and December 1930. 
This is in line with the noticeable tendency of British investors 
to show a stronger desire to invest their funds in the Colonies 
than in the bonds of Foreign Governments. Indeed, whereas the 
latter on the whole are not being renewed as they mature, 
repayments of Colonial loans are in the main effected by con- 
version or by the issue of further loans, which find a ready 
market in the United Kingdom. 

It will be observed that in spite of an increase of £25 million 
in 1930 of British capital invested in the group of securities con- 
sidered above, the interest paid in London during.1930 remained 
at practically the same figure as that for 1929. The explana- 
tion is that the issues responsible for this increase in capital 
in 1930 were almost in every case made late in the year, and 
consequently bore little interest during that year. In addition, 
repayments in 1929 were exceptionally heavy, viz. £30 million 
as compared with £16 million in 1928 and £20 million in 1930. 
These repayments are obviously responsible for a greater decline 
of interest in the succeeding year than in the year in which they 
are made. For these reasons no appreciable increase in income 
was recorded in 1930. 

The securities examined above, covering well over one-third 
of all British overseas investments, constitute the most stable 
form of these investments. Apart from the evidence of a 
gradual repurchase by foreign nationals of the bonds of their 
Governments, economic depression and weakness in the Stock 
Markets had but little effect on the amount of British capital 
invested in this form or on the income derived from it during 
1930. It is true that during 1931 some defaults did occur in 
payments due in respect of the service of these loans, but, as 
figures given later on will show, the reduction in income during 
1931 from this cause was inconsiderable, and not to be com- 
pared with the heavy reductions that occurred in other forms 
of investment. 


British Commercial Capital Abroad. 
The method used in the analysis of this important body of 
British overseas investments was explained in some detail in 


E 
b- 
Le 


182 THE ECONOMIC JOURNAL [JUNE 


the Economic JourNaL of September last. The field covered 
comprises the securities of roughly 3,000 companies operating 
abroad, and the results obtained are based on sample information 
of considerable magnitude. As stated at the outset, however, 
these samples are not identical in all respects with those used 
in the previous inquiry, and in addition, as regards dollar and 
other foreign securities, considerably more information has been 
available for 1930. Consequently, the changes disclosed by 
comparison between the two years are approximate, and do not 
strictly reflect actual movements. 


Group 2. 
British Companies Operating Abroad. 

For the purpose of this inquiry a company is taken to be 
operating abroad if its main plant and equipment are situated 
abroad. A number of companies, however, particularly in the 
group classed as “Commercial and Industrial,’’ do extensive 
business both at home and abroad and larger companies that 
come under this category have been covered by the present 
investigations. In the case of shipping, however, account has 
been taken only of companies whose trading is almost entirely 
between ports in foreign waters. It is, of course, true that of 
the earnings of the vast body of British capital sunk in the 
shipping trade between the U.K. and the rest of the world, a 
considerable proportion is derived from abroad. Since, however, 
no part of the capital employed by these companies is actually 
-spent abroad, the services they render can be more conveniently 
regarded as an export. Consequently it is preferable not to 
regard this capital as a foreign investment. 

From the figures on pp. 183-4 no substantial change is apparent 
in the total nominal amount of British capital invested in the 
securities of the companies covered by the Tables on pp. 183-4 at 
the close of 1930, although the total does show a small increase 
of about £18 million. There are, however, substantial changes, 
particularly in the holdings of share capital, in some of the groups 
set out in these tables. 

In the Commercial and Industrial Group, British capital 
increased by over £6 million to £62 million in 1930, due largely 
to new issues made in 1930, mainly in connection with the 
flotation of new companies. In the Financial, Land and Invest- 


1 For a full discussion of the field covered, of the method used and its 
limitations, the above-mentioned article may be consulted. 
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ment Group the decline from £94 million to £86 million is largely 
the result of the transference of a number of investment trusts to 
other groups in the more recent classification adopted in the 
Stock Exchange Official Intelligence. In the Mining Group the 
decline in holdings by £8 to £66 million in 1930 arose from 
the liquidation of a large number of unprofitable enterprises in 
that group. In the Oil Group an increase in the capitalisation 
of some of the companies combined with a decline in the percentage 
held by foreigners was responsible for an increase of £12 million 
in British holdings. 

The most significant feature of the table dealing with 
Share Capital is, of course, the general reduction in earnings 
reflected in the reduced dividends paid in almost every section. 
The average rate of dividend paid on the whole of the Share 


TABLE III 


A. 


Showing the nominal amount of British Capital invested in 1929 
and 1930 in Companies operating abroad and registered in the 
U.K., the Income derived from it, and the volume of Repay- 


ments. 
(£000’s.) 
1929. 1930. 
Type of Company. 
Share Share 
Capital. Dividends. Capital. Dividends. 

Dominion and Colonial Rails . 1,645 20 1,381 27 
Indian Rails . 23,088 1,980 20,991 2,052 
American Rails > ‘ ‘ 800 37 800 37 
Foreign Rails ‘ 212,226 11,450 220,202 10,257 
Banks and Discount Companies 30,368 3,248 26,591 3,431 
Breweries 4,992 395 4,755 329 
Canals and Docks 776 1,377 
Commercial and Industrial . 55,868 4,025 62,249 3,699 
Electric Lighting and Power . 8,886 888 7,905 569 
Financial, Land and Investment 94,392 7,333 85,604 4,230 
Gas 8,565 716 8,812 1,017 
Tron, Coal and Steel = ‘ 6,108 266 8,018 474 
Mines . 74,354 6,950 66,023 4,731 
Nitrates 6,449 266 5,969 262 
Oil 99,626 14,600 112,010 16,997 
Rubber . 82,223 6,549 84,245 4,465 
Shipping 11,880 782 15,154 720 
Tea and Coffee ? ‘ 37,904 4,662 39,542 2,907 
Telegraphs and Telephones : 23,626 2,726 23,940 2,041 
Tramways and Omnibus . : 14,382 488 14,948 382 
Waterworks . 3,447 293 4,606 339 

Total ; . 801,605 67,674 815,122 58,966 
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TaBLE [II—continued 


B. 
1929. 1930 
Type of Company. 
Loan Repay-| Loan Repay- 
Capital. ment. | Capital. 
Dom. and Col. Rails . | 22,636! 1,157 822 | 26,927] 1,416 52 
Indian Rails : . | 48,150! 1,828 959 | 42,867} 1,612 | 5,050 
Indian Rail Annuities . | 26,187|/ 1,296 | 1,114 | 25,816| 1,284 | 1,126 
American Rails : 800 32 800 32 
Foreign Rails. . | 166,518] 7,841 593 | 170,589] 7,152 447 
Breweries . 911 32 835 40 
Canals and Docks - 1,000 60 467 2,237 103 7 
Commercial and Indus- 
trial - | 21,037] 1,163 489 | 20,638| 1,049 627 
Electric Light and 
Power 7,542 480 21 6,112 393 55 
Financial, "Land and 
Investment . 29,363} 1,201 | 1,566 | 25,162} 1,056 386 
Gas ‘ 2,339 95 89 2,150 89 236 
Iron, Coal and Steel. 1,580 107 38 2,284 105 40 
Mines : ‘ 3,393 225 236 5,731 257 53 
Nitrates. : : 2,497 179 210 2,440 122 308 
Oil : F . | 13,224 647 798 | 14,347 707 505 
Rubber. : : 5,712 370 59 5,849 368 73 
Shipping. : ; 4,593 240 294 6,856 372 188 
Tea and Coffee . 2,668 161 22 2,561 135 24 
Telegraphs and Tele- 
phones . 4,540 270 158 4,560 265 38 
Tramways and Omnibus 19,070 850 551 18,860 836 225 
Waterworks . 1,446 75 2 2,021 107 115 
Total . | 385,206 | 18,309 | 8,488 | 389,642] 17,500 | 9,555 


1929. 1930. 
Share Capital 801,605 815,122 
Loan Capital . 385,206 389,642 
Total. 1,186,811 1,204,764 


1 The bulk of British capital invested in American Rails appears in Tables IV 
and V. The figures appearing above represent the capital of Atlantic Leased 
Lines, Ltd., a company registered in London owning the shares of a United States 
railway. 

Capital declined from 8-4 per cent. in 1929 to 7-1 per cent. 
in 1930. This decline reflects only a part of the decrease in 
earnings during that year, for the reason that dividends dis- 
tributed in 1930 were, of course, largely based upon the earnings 
of 1929, a comparatively good year. The full effect on dividends 
was experienced during 1931, and an estimate is made later 
on of the income accruing from these investments during that 
year. 

In important sections of the above table, rates of dividends 
declined between 1929 and 1930 from 5-4 per cent. to 4-7 per 
cent. in Foreign Rails, 7-2 per cent. to 5-9 per cent. in the Com- 
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mercial and Industrial Group, 7-8 per cent. to 4-9 per cent. in 
Financial, Land and Investment, 9-3 per cent. to 7-7 per cent. 
in Mining, and from 8-0 per cent. to 5:3 per cent. in Rubber. A 
striking contrast, however, was made by the results for Oil 
shares, dividend rates increasing from 14-7 per cent. to 15-2 per 
cent. Elsewhere the decline was general, except for Indian 
Rails and Banks and Discount Companies. 

Table III, B, dealing with Loan Capital, shows that British 
holdings remained substantially unchanged at the close of 1930. 
Among Indian Rails, British Loan Capital declined by over 
£5 million as a result of the sale of H.E.H. the Nizam’s 
Guaranteed State Railways and the repayment of the company’s 
stockholders. New loans raised in 1930 increased British holdings 
of Mining debentures by £3 million, and among Foreign Rails 
new issues raised holdings of debenture stock by £10 million. 
The actual increase for Foreign Rails shown in the table is 
only £4 million, some £6 million of income stock having been 
reclassified as Share Capital in the figures for 1930. 

The average rate of interest paid on British capital invested 
in these debentures declined from 4-8 per cent. in 1929 to 4:5 
per cent. in 1930, a decline caused mainly by the default in the 
payment of certain Foreign Railway debenture stock. The 
result was a decline in total interest paid in 1930 of about 
£800,000. 

Repayment of capital amounted in 1930 to £9} million, as 
compared with £8} in the previous year. The heavy repayment 
appearing under Indian Rails was partly due to the repayment 
of a large amount of Share Capital. 


(£000’s.) 
1929. 1930. 
Dividends on Share Capital . 67,674 58,966 
Interest on Loan Capital . 18,309 17,500 
85,983 76,466 
Repayment of Capital é . 8,488 9,555 


These figures show that the total income derived from British 
investments in the securities examined in Group 2 was reduced 
from £85,983,000 in 1929 to £76,466,000 in 1930, a reduction of 
over £9 million, whilst the rate of income declined from 7-25 per 
cent. to 6°35 per cent. 

The securities examined in Group 2 constitute the main body 
of commercial capital directly under British control. In view 
of their greater knowledge of these companies, and the greater 
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confidence reposed in enterprises controlled by British manage- 
ment, it is only natural that in a period of general liquidation, 
British investors would be less likely to dispose of holdings 
in these securities than in the more speculative shares of 
foreign companies. This observation derives support from the 
circumstance that owing to the heavy rate of income tax pay- 
able by British companies, the foreigner has little inducement 
to acquire large holdings of shares of these companies. Thus, in 
spite of economic depression accompanied by large reductions in 
dividends, no decline is apparent in the nominal British holdings 
of capital in this group of securities. 


GROUP 3. 
Companies Registered Abroad. 

The securities examined under this heading are extremely 
miscellaneous in character, and the type of company to which 
they belong varies from the company which is virtually British 
owned and controlled, to the company in which British interests 
are insignificant. Owing to the prominence of bearer securities 
in this group, it has not been possible to obtain very precise 
results for a few sections, notably Foreign Rails, but the larger 
amount of material available this year has improved our know- 
ledge of British investments in these sections, and thus the results 
for 1930 have attained a still greater degree of accuracy. 

The field of investment covered comprises all securities of 
companies registered abroad in which dealings are allowed in 
the United Kingdom. An exception to this rule was made for 
1930 in the case of American Railway securities, respecting 
which, owing to the data now available, it has been possible 
to obtain results for the whole of the loan and share capital of 
the American Railways. For information regarding the technique 
adopted in dealing with the variety of securities examined below, 
the article of September 1931 may be referred to. 

Between the end of 1929 and the end of 1930, British nominal 
capital in this class of investment apparently declined by £45 
million, accompanied by a reduction of income of over £10 
million. Part of the difference between the two results, how- 
ever, is explained by the smaller estimate of British holdings in 
the groups left blank for 1930, justified by the additional material 
available for that year, but the larger part of these declines does 
correspond to the actual conditions of 1930. 

In individual sections of the table the most important decline 
took place in Mining shares. This decline, which was roughly 
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TABLE IV 


Showing the nominal amount of British Share Capital of Com- 
panies registered abroad at December 1930, the Income derwed 
therefrom and a comparison with the position for the previous 


year. 
(£000’s.) 
1929. 1930. 
Type of Company. 
are are 
Capital. Dividends. Capital. Dividends. 

Dominion and Colonial Rails . 55,287 5,501 57,024 4,926 
American Rails ; : ; 9,671 796 14,599 1,092 
Foreign Rails ? ? ? ? 
Banks & Discount Companies A 29,982 2,532 25,999 2,115 
Breweries! . ? ? 1,266 
Canals and Docks . , 1,742 1,175 1,616 1,471 
Commercial and Industrial 4 70,648 7,348 73,788 7,003 
Electric Lighting and Power . 11,820 600 41,042 |. 750 
Financial, Land and Investment 24,416 1,067 24,005 952 
Gas 1 ? ? ? ? 
Tron, Coal oni Steel ; 31,905 1,669 28,237 1,425 
Mines . 82,937 13,523 70,558 7,339 
Oil 23,321 634 24,520 999 
Shipping . 4,183 228 4,183 231 
Telegraphs and Telephones age ? ? 4,761 342 
Tramways and Omnibus . é 10,108 657 9,500 501 
Waterworks 1 ? ? ? ? 

Total 356,020 35,730 351,098 29,146 


1 In the groups for which precise results are not obtainable, estimates were 
based on the average percentage of the securities owned in the U.K. For five 
of such groups the 1929 estimates were £79,982,000 capital and £6,267,000 
dividends, increasing the totals obtained for 1929 to £436,002,000 capital and 
£41,997,000 dividends. The corresponding estimates for the three groups in 
1930 are £39,965,000 capital and £2,547,000 dividends, increasing the totals 
obtained for that year to £391,063,000 capital and £31,693,000 dividends. 


£12 million, represents in the main sales to foreigners, affording 
striking evidence of the growing popularity in recent years of 
these shares abroad, particularly in France. Other important 
changes were declines in British holdings by £4 million in Banks 
and Discount Companies and £3 million in Iron, Coal and Steel, 
while British holdings increased by £4 million in the miscel- 
laneous group of securities in the Commercial and Industrial 
section. It will also be noted that in the new estimates covering 
the whole of the share capital of American Railways, British 
holdings at December 1930 amounted to over £14} million, 
although substantial sales were known to have taken place. 

The most important feature of the above table, as in the 
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previous table dealing with British companies, is the conspicuous 
decline in dividends distributed in 1930. The average rate of 
dividend declined from 9-6 per cent. to 8-1 per cent., as com- 
pared with a decline in the case of British companies operating 
abroad from 8-4 per cent. to 7-1 per cent., a decrease of roughly 
the same dimensions. In important sections of this table, divi- 
dends decreased from 16-3 per cent. to 10-5 per cent. in Mines, 
9-9 per cent. to 8-6 per cent. in Colonial Rails, 8-5 per cent. to 
8-1 per cent. in Banks and Discount Companies and from 10-4 
per cent. to 9-6 per cent. in Commercial and Industrial. Else- 
where income was fairly well maintained, the decline being less 
general than in the case of Group 2, whilst there were actual 
increases in dividend rates among Oils, Electric Light and Power 
Companies, and Canals and Docks. 


TABLE V 


Showing the nominal amount of British Capital outstanding at 
December 1930, invested in the debentures of Companies regis- 
tered and operating abroad, the Income derived therefrom, the 
volume of Repayments and a comparison with the position in 
the preceding year. 

(£000’s.) 


1929, 1930. 


Type of Company. 
Loan | Interest.| Repay-| Loan | tnterest,| Repay- 


Capital. ‘| ment. | Capital. ment. 
Colonial Rails. . | 161,127 6,491 626 | 160,516] 6,531 | 3,344 
American Rails . ‘ 18,519 615 430 12,037 511 150 
Foreign Rails 75,709 | 4,078 888 69,389 | 3,508 935 
Banks and Discount 
Companies ; 12,999 807 216 18,631 1,175 313 
Breweries . é 40 2 — 28 1 — 
Canals and Docks A 2,436 52 —_ 2,473 21 1 


Commercial and Indus- 

trial ‘ > 21,464 1,646 | 1,315 | 24,807 1,875 789 
Electric Light and Power} 31,002 1,724 | 1,144 31,483 1,754 915 
Finance, Land and In- 


vestment 29,965; 1,603 | 1,176 | 27,962] 1,536 760 
Gas . 392 23 66 
Tron, Coal and Steel 3 8,893 635 906 8,748 536 182 
Mines. 4,085 246 | 1,048 3,561 202 223 
Nitrates. : RF 3,195 223 137 3,125 219 144 
Shipping 2,445 155 51 1,037 145 | 1,305 
and Tele- 

phones . 17,768 840 387 14,039 650 304 
Tramways and Omnibus 10,794 533 | 1,001 11,831 598 125 
Waterworks 1,953 51 — 1,804 88 


Total. . | 402,786 | 19,724 | 9,593 | 391,471 | 19,350 | 9,697 
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Little net change is observable as between the two years 
examined in the bonds and debenture stocks of companies regis- 
tered abroad, either in British holdings, interest received or the 
volume of repayments. In individual sections of the table, the 
sale of at least £64 million American Railway Bonds is traceable, 
whilst new loans raised in 1930 increased British holdings among 
the debentures of Banks and Discount Companies by some £6 
million. The decline in Foreign Railway Bonds was due to the 
exchange of certain Railway securities into shares of a financial 
company. 

Interest on these securities remained practically unchanged 
at £19} million in 1930, default being negligible during that 
year. This is rather surprising in view of the measure of default 
previously noted in interest payment among certain British 
companies in 1930. Repayments, which were also unchanged 
at £9} million, include repayment of Preference capital in the 


Oil Group. 
1929. 1930. 

£ £ 
Share Capital . 436,002,000 391,063,000 
Loan Capital 402,786,000 391,471,000 
£838,788,000 £782,534,000 

1929. 1930. 
Income from Share Capital . 41,997,000 31,693,000 
Income from Loan Capital . 19,724,000 19,350,000 
£61,721,000 £51,043,000 


The above figures disclose declines of £56 million in British 
capital and £10} million in income between the estimates for 
1929 and 1930 as regards securities of companies registered and 
operating abroad. As has already been pointed out, this must 
not be taken as a strictly accurate interpretation of the actual 
changes that took place between 1929 and 1930, since in part the 
smaller figures for 1930 are due to supplementary information 
rendered available for 1930. But even allowing for this factor, 
it is evident that in 1930 the continuous growth of British in- 
vestment in this class of security received a severe check. 

The following tables summarise the results obtained for the 
three groups of securities analysed in detail. 

The 1930 aggregate of British capital invested in the securities 
examined is £13 million less than the figure obtained for 1929. 
This suggests that the decline in our investments overseas through 
sale of securities and other sources in 1930 was not entirely offset 
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TABLE VI 


Showing the nominal amount of British Capital invested Overseas 
in the classes of Securities examined, the Income derived there- 
from, and the volume of Repayments in 1929 and 1930. 


[JUNE 


(£000’s.) 
A. 1929. 
Capital. Income. | Repayment. 
1. Foreign and Colonial Govern- 
ments and Municipalities . 1,412,425 64,661 30,425 
2. Companies registered in the U. K. 
and operating abroad 1,186,811 85,983 8,488 
3. Companies ee and operat- 
ingabroad 838,788 61,721 9,593 
Total 3,438,024 212,365 48,506 
B. 1930. 
Capital. Income. | Repayment. 
1. Foreign and Colonial Govern- 
ments and Municipalities . 1,437,339 64,666 19,681 
2. Companies registered in the U.K. 
and operating abroad ‘ 1,204,764 76,466 9,555 
3. Companies oe and operat- 
ingabroad 782,534 51,043 9,697 
Total 3,424,637 192,175 38,933 


by increased investments in that year through new overseas 
issues or purchase of existing securities. Further comment on 
this is made later. 

Income derived from these investments showed a decline of 
£20 million in 1930, a small part of which is explained by the 
increased accuracy of the results for this year. The average rate 
of income on the whole of the nominal capital declined from 
6-17 per cent. in 1929 to 5-61 per cent. in 1930, a decrease the 
smallness of which is due to the fact that almost two-thirds of 
these investments take the form of fixed interest securities, 
among which there was little default in 1930. 

Repayments, which were not quite so heavy in 1930, amounted 
to £39 million as compared with £484 million in 1929. This 
decrease was due to the absence in 1930 of the heavy maturities 
that occurred in Colonial Government loans in 1929. 

The above results cover the main field of British shennan 
overseas. Attention has, however, also been given to invest- 
ment undertaken by individuals privately, and in the foreign 
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securities not dealt in in the United Kingdom. Of the British 
holdings in securities not quoted or dealt in on the London Stock 
Exchange, the largest contribution is made by Investr «.t Trusts 
and Insurance Companies. Inquiries relating to the investments 
of these bodies indicate that at the end of 1930 the amount 
invested by them in the dollar securities not covered in the above 
tables did not exceed £130 million. In the previous survey a 
figure of £300 million was taken to embrace British holdings in 
foreign securities not dealt in here and other forms of British 
Investment Overseas not examined in detail. It is true that 
since the close of 1929 some of these holdings were disposed of, 
but, on the other hand, substantial purchases were also known 
to have been made in 1930. In view of this and of other con- 
siderations, the figure of £300 million is retained for 1930. . 

The effect of this is to increase the nominal amount of British 
capital arrived at for 1930 to £3,724,000,000, yielding an income 
of £209,005,000, covering the whole field of British Investments 
abroad. The corresponding figures for 1929 were £3,738 million 
capital, yielding £231 million income. 


Income from Foreign Investments and the Balance of Payments. 


The surveys which I have made during the past few years 
deal entirely with investments overseas, and no attention has 
been given to the problem of countervailing investment by 
foreigners in Great Britain. Consequently, the results arrived 
at here are not net figures, either as regards the long-term creditor 
position of Great Britain or as regards the income arising from 
her long-term investments. In applying these figures in an 
estimate of the Balance of Payments, considerable caution must 
be exercised. For, apart from the deduction in respect of foreign 
investment in the United Kingdom, there are also other modifica- 
tions to be made. 

In respect of British companies abroad, the calculated income 
has been derived from dividend payments, a basis which does 
not necessarily correspond with the net earnings of these com- 
panies abroad, since (a) dividends distributed tend to reflect the 
earnings of the previous year, and (b) they may be considerably 
less than earnings in a good year, or be paid largely out of accumu- 
lated reserves in a bad year. Furthermore, an addition must be 
made in respect of companies maintaining expensive head offices 
here and paying salaries to directors resident in Great Britain. 
Finally, for the purpose of the Balance of Payments as estimated 
by the Board of Trade, the shipping income included under 
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foreign investments must be deducted, since this is presumably 
already included in their estimate of the Net National Shipping 
Income. 

The above reservations should be borne in mind in a study 
of the following table, dealing with the gross income from our 
foreign investments during the past three years. 


TABLE VII 


Showing the Income derived from British Investments during 1929 
and 1930, with a tentative estimate for 1913. 


(£000’s.) 
1929. 1930. 1931. 

1. Foreign and Colonial Governments and 
Municipalities . 64,661 64,666 63,883 

2. British Companies registered i in the U.K. 
and operating abroad . 85,983 76,466 52,707 

3. Companies registered and operating 
abroad . 61,721 51,043 39,339 

4. Other investments not t covered by the 
above. 5 18,510 16,830 13,632 
Total . | 230,875 209,005 169,561 


The tentative estimate of £169} million for 1931 is based on 
British holdings of investments as at December 1930, and does 
not take account: of changes caused by Britain’s abandonment 
of the gold standard. Changes occurring in the last quarter of 
the year would in any case have had little influence. 

The above table shows that during 1931 income dropped by 
nearly £40 million from the previous year and by £61 million as 
compared with 1929. Among British companies, the severest 
declines in 1931 occurred in Foreign Rails, Mining, and Rubber, 
dividends being reduced by over one-half in the two former 
groups, whilst Rubber dividends were practically wiped out. 
In the case of foreign companies the declines in 1931, though 
heavy, were not quite so severe, shares in the Commercial and 
Industrial Group and again in Mining suffering the greatest loss 
in dividends. 

The prospect for 1932 is not encouraging, since dividends 
paid during this year will largely reflect the conditions of 1931, 
a year of almost unrelieved trade depression. In addition, there 
is also a substantial reduction to be made in respect of default 
among Foreign Government and other bonds. On the other 
hand, these circumstances will to some extent be countered by 
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the lower level of sterling, in reducing the foreign burden of 
indebtedness and increasing earnings by raising the selling prices 
in terms of sterling of the products of British and other companies 
operating abroad. 


Foreign Investments and the Position of Sterling. 

The heavy decline in our foreign investment income between 
1929 and 1931 was, of course, a factor of the highest importance 
in turning the Balance of Payment against Great Britain. This 
balance, substantially adverse in 1931, was already becoming so 
in 1930, but the effect of reduced income on the exchange was 
partially obscured by capital movements, and in particular by 
the repatriation of long-term assets. It must be emphasised, 
however, that, contrary to a large body of opinion, the extent 
to which British foreign investments can be used to protect 
the sterling exchange is limited. The largest part of the £3,724 
million arrived at for 1930 is invested in the~ sterling bonds 
of Foreign and Colonial Governments and in the securities of 
British companies operating abroad; securities which outside 
the United Kingdom have only a limited market, particularly 
during a period of sterling depreciation, and which therefore 
could not be used for the purpose of securing foreign exchange. 
There remain, therefore, the securities of companies registered 
abroad and the dollar holdings of Investment Trusts and Insur- 
ance Companies. Of the former, British investment in sterling 
bonds is again high, and it is a widespread practice among Insur- 
ance Companies to keep foreign assets against foreign liabilities 
maturing from year to year. 

Careful examination goes to show that in all not more than 
£550 million, or less than one-sixth of the total investments 
abroad, could be used for this purpose, and indeed of these 
securities a large proportion has only a narrow market outside 
London. Finally, against this must be set not only the volume 
of British domestic securities held by foreigners, but also the 
substantial body of investment by foreigners in overseas sterling 
loans and in the securities of British companies operating abroad, 
as shown by Table VIII. 

This block of £481 million of securities owned outside the 
U.K., taken in conjunction with their investment in War Loan 
and other domestic issues, is liable if withdrawn to constitute 
a drain on sterling against which the sale of foreign assets could 
not easily prevail. Thus the extent to which our foreign invest- 


ments can be used to protect the sterling exchange is limited. 
No. 166.—vou. 
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TaBLE VIII 


Foreign and Empire holdings of Overseas Sterling Loans and of 
Shares and Debentures of British Companies abroad in 1930. 


(£000’s.) 
Colonial Government and Municipalities 116,626 
Banks and Discount Companies ‘ 9,901 
Commercial and Industrial | : 8,901 


New Overseas Issues in 1930. 


According to the Midland Bank figures, money subscribed 
for overseas issues in London in 1930 was £108,804,000. The 
figures for repayment in Table II include certain sums repaid 
by new issues raised in 1930, and the inclusion of these sums 
brings the Midland Bank total to £114,120,000. Of this total, 
from information available, it appears that £97,590,000 was sub- 
scribed by U.K. investors. Deducting from this the repayment 
of £38,933,000 automatically available for reinvestment in 1930, 
the “‘new money ” saved according to the definition given at 
the beginning of the article was £58,657,000 in 1930. This 
compares with the figures of previous years as follows : 


New Money Invested Abroad (£000,000). 


These figures, of course, do not take account of the money 
absorbed in the net purchase of existing securities, or invested 
in new issues made entirely abroad, and therefore do not present 
an adequate picture of the net investment overseas in any year. 
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The improvement shown in the figure for 1930 over the previous 
figure is apparent only. For in 1930, in spite of the £59 million 
“new money ”’ raised for overseas investment, the total figure 
for British nominal capital abroad declined by £13 million. 
Thus even when allowance is made for the fact that a part of this 
decline is attributable to a greater knowledge of these invest- 
ments in 1930, and a further part to the liquidation of unprofit- 
able enterprises, it is difficult to resist the conclusion that during 
the year there was a net sale of British investments abroad of 
something like £35 million. 

The results contained in the present article reveal that in 
1930 not only did we fail to maintain the total amount of our 
foreign investments, probably for the first time in over fifty 
years, but also that the income derived from these investments 
declined considerably. Nor does the immediate future hold out 
prospects of a reversal of these downward tendencies. Defaults 
on foreign bonds are increasing and dividends on companies 
operating abroad are continually declining. In this regard, apart 
from the fact that there is for the time being no favourable balance 
from which investments could be made abroad, it has to be 
recognised that in the final analysis it is the public who decide 
where money is to be invested, and to-day the tendency is towards 
the employment of capital at home rather than abroad, while 
the further repatriation of capital is not unlikely. 

On the other hand, it should be borne in mind that the decline 
of 26-4 per cent., as herein calculated, in our income from foreign 
investments between 1929 and 1931 was accompanied by and 
indeed was mainly the result of a fall in world prices to the 
extent of 23-7 per cent. in the same period. Measured, therefore, 
in terms of goods received, our real income has not suffered to 
the same degree, and it is clear that its restoration to its former 
level in terms of money is bound up with the recovery in world 


prices. 
RoBERT KINDERSLEY 
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THE PRESSURE OF POPULATION IN THE FAR EAST 


TuHE eastern Asiatic region which is still generally known as 
the Far East, though the most important approaches to it are 
now across the Pacific Ocean, has long been recognised as an area 
of intense population pressure. Recent economic developments, 
especially since the war of 1914-18, seem to indicate the emergence 
of a new trading “region,” comprising the countries from India 
to Japan! In these countries there is not only a vast and 
increasing population,” but also a great variety of resources which 
are being exploited with rapidly increasing efficiency. So many 
of the countries are still in various stages of colonial tutelage that 
it is too soon to look for any very rapid development of inter- 
trading based upon national economic organisation. The vigorous 
economic leadership of Japan, however, has already stimulated 
a substantial trade. Japan draws cotton from India and China, 
iron from China, Malaya and the Philippines, and varied resources, 
both agricultural and mineral, from Manchuria. Even Australia 
and New Zealand are drawn in by the growing export of wool to 
Japan and the prospects of iron ore importation from Western 


1 See successive issues of the League of Nations’ Review of World Trade. The 
tendency since 1925 for Europe to regain its share of world trade is indicative of 
the misdirection of capital and goods which was one of the symptoms of maladjust- 
ment leading to the present crisis. 

2 Statistical measurements are naturally difficult, but the following approxi- 
mate calculations will serve to indicate the order of magnitude of the increases. 


Population Decennial 
Area. Authority. (thousands). Rate of 
Increase. 
1920 (21). | 1930 (31). 
Maritime 
Customs 428,000 452,000 5:6 
Japan, Proper . Official 55,963 . 64,448 15-1 
Japan, 22,120 27,331 23-6 
India 318,886 352,936 10-6 
Siam 9,207 11,506 25-0 
Indo-China. ‘ 18,860 21,500 18-0 
British Malaya. 3,333 4,352 30-6 
Netherlands East Indies . es 49,351 60,732 23:1 
Philippines. 10,567 12,251 15-9 
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Australia.1 In return, Japanese shipping services and cheap 
cottons and other manufactures are widely used. This growing 
trade is a far more realistic development than the vague notion 
of a Pan-Asiatic political movement which finds little response 
in Japan. 

The beginnings of such trade, the marked tendency to increas- 
ing population, indications of wealth accumulating in the hands 
both of nationals and of resident (especially Chinese) traders,” 
are evidence, equally with nationalist movements and _ inter- 
national conflict, of new life stirring in this densely populated 
region. Such evidence raises interesting questions, especially 
concerning the relation of population growth to increased 
efficiency and the promise of greater individual prosperity. Is 
the tendency to increasing numbers the result of greater ‘pro- 
ductivity? Ifso, whence came the stimulus? Is it possible that 
the introduction of new ideas into a stereotyped economic organ- 
isation has started a new cycle of population growth? Will 
efficiency and prosperity continue to increase? Or will they be 
stifled again by the pressure of increasing numbers? How does 
the pressure of population upon resources manifest itself? What 
influence will the awakening economic life of the Far East be 
likely to exert upon Europe and America ? 

The answers to these and many other related questions must 
lie in future experience; but in the meantime the fact that there 
is an uneven pace of development makes this whole region a 
valuable laboratory for the comparative study of population 
development at successive early stages in the cycle of 
change. 

In recent years there has been an increasing number of studies 
of particular countries. A considerable controversy has developed 
concerning the facts in China;* both Japanese and foreign 
scholars have devoted attention to the remarkable recent increase 

1H. G. Moulton, Japan: an Economic and Financial Appraisal, p. 466. 
The export of wool from Australia to Japan is about 500,000 bales annually. 

2 Cf. Amry Vanderbosch, ‘‘ A Problem in Java,” Pacific Affairs, November 
1930, and Fang Fu-an, ‘‘ Public Works in Amoy,” Far Eastern Review, April 
1931, the latter illustrating the effect of the emigrants’ prosperity in promoting 
the modernisation of their homeland. 

3 The best recent material is to be found azaong the papers contributed to 
the Tokyo meeting of the International Institute of Statistics in 1930. Professor 
Walter F. Willcox, the chief protagonist of the view that the population of China 
is much lower than generally estimated and has been stagnant for many decades, 
has set out this view in International Migration, Vol. II. pp. 35-52. As contrasted 
with this argument the Tokyo paper by Chang-heng Chen, entitled “ China’s 
Population Problem,” represents the attitude generally taken by modern Chinese 
statisticians. 
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in the population of Japan;1! and the Dutch have made careful 
studies in Java.2 Little use has yet been made, on the other 
hand, of the comparative method. Yet there are very significant 
contrasts—a rapid colonisation of virgin land in Manchuria, the 
creation, mainly with Chinese immigrant labour, of a new section 
of the British Empire in Malaya, the growth of urban areas in 
China proper, industrial development in Japan, agricultural 
development in Java. The main purpose of this article is to 
draw attention to some of the more important manifestations of 
these complex and uneven population pressures in the Far East. 


Malthus and Adam Smith on China 


One may well start with the problem which Malthus posed 
in the first edition of his Hssay on Population, published in 1798. 
He there introduced some general references to China by the 


following passage : 

“Dr. Adam Smith observes, that China has probably long 
been as rich as the nature of her laws and institutions will admit ; 
but that with other laws and institutions, and if foreign commerce 
were had in honour, she might still be much richer. The question 
is, would such an increase of wealth be an increase of the real 
funds for the maintenance of labour, and consequently tend to 
place the lower classes of people in China in a state of greater 
plenty?’’? In the second and later editions of his Essay, 
Malthus, using the letters and other writings of the Jesuit 
missionaries, as well as Sir George Staunton’s account of the 


1 Cf. S. Nasu, ‘‘ The Problem of Population and Food Supply in Japan” in 
Problems of the Pacific, 1927, also Land Utilisation in Japan, Chicago University 
Press; H. G. Moulton, Japan, Ch. XX; E. F. Penrose, Food Supply and Raw 
Materials in Japan; J. E. Orchard, Japan’ 8 Ec ic Position, McGraw-Hill, 
1930; W. R. Crocker, The Jap Population Problem, Allen and Unwin, 1931; 
Etienne Dennery, Asia’s Teeming Millions, J. Cape, 1931. 

2 Cf. de Kat Angelino, Colonial Policy, Chicago University Press, 1931, Vol. I. 
Chs. VII-IX. 

3 Royal Economic Society Reprint, p. 322. 

4 The Jesuits made the third recorded missionary effort in China. Tradition 
links St. Thomas with an earlier enterprise, but there is definite historical evidence 
of Nestorian missionary activity on a large scale from A.D. 635 onwards, lasting 
for some centuries. Marco Polo found evidences of their work, and on his plea 
missionaries were sent from Rome at the end of the thirteenth century. Neither 
of these movements, however, left much permanent impress on Chinese life, nor 
did much to interpret Chinato the West. In these respects the Jesuits, especially 
in the eighteenth century, and Protestant missions in the nineteenth, were far 
more important, ‘The Jesuits, who followed Matteo Ricci from 1582 onwards, 
gradually attained a position of great influence. They interpreted Western 
mathematics, astronomy and other sciences to China, and on the other hand 
brought a real knowledge of Chinese art, philosophy and literature to Europe. 
Chinoiserie became a fashionable fad in eighteenth century France. Madame de 
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first British Embassy to China in 1793, devoted a long chapter 
to a surprisingly good and accurate account of economic life in 
China.! By this time the opening of the sea-routes had gradually 
brought the Asiatic continent and indeed the whole Pacific Ocean 
into more frequent commercial contact with Europe and America.” 
It is significant, however, that Malthus dismisses Japan in a 
couple of paragraphs. Long after China had been opened up to 
Western commerce Japan remained a hermit country. A vague 
notion of its social life could be obtained from some Dutch writings, 
with which Malthus was evidently acquainted, but there is no 
surety of generalisation based upon adequate detailed knowledge. 

It is all the more curious, therefore, to reflect that Adam 
Smith’s penetrating hint has been completely vindicated by the 
subsequent history of Japan if not so obviously by that of China. 
Malthus’s summary of Smith’s remarks sharpens appreciably the 
point that he was anxious to discuss rather negatively, but it is 
precisely this point that “ with other laws and institutions, and 
if foreign commerce were had in honour, she might still be much 
richer,” that gives the clue to the very rapid rise of Japan as an 
industrial power. Japan, without the advantage that Adam 
Smith so plainly saw in “ the great extent of the empire of China, 
the vast multitude of its inhabitants, the variety of climate, and 
consequently of productions in different provinces, and the easy 
communication by means of water-carriage between the greater 
part of them,” has managed to achieve “‘ a more extensive foreign 
trade,” a considerable part of which is carried in its own ships, as 
Adam Smith suggested, and which has not failed, as he foresaw, 
“to increase very much the manufactures of (Japan) and to 
improve very much the powers of its manufacturing industry.” 
Moreover, “ by a more extensive navigation,” the Japanese have, 
in fact, learned “‘ the art of using and constructing themselves, 


-all the different machines made use of in other countries, as well 


as the other improvements of art and industry which are practised 
in all the different parts of the world.” * 


Pompadour was greatly interested in it, and her physician, Francois Quesnay, in 
developing his attack upon the Mercantilist doctrines current in his day, drew 
material arguments from Chinese economic life for his thesis that the land and its 
cultivation were the permanent sources of national wealth. (Cf. Harley F. Mac- 
Nair, China’s International Relations, pp. 232-4.) 
’ 1 Ch. XII in the 7th edition, ed. W. T. Layton—Dent’s Everyman’s Library.’ 
2 A curious result was the glutting of the north China fur market with seal- 
skins brought from the New Zealand coast and surrounding islands by American 
sailors in the first decade of the nineteenth century. (Cf. Carrick, Historical 
Records of New Zealand South, Dunedin, 1903.) 
3 Wealth of Nations, Bk. IV. Ch. IX. 


ul 

er 

nt 

1e 

in 

al 

of 

t. 

8. 

le 

n 

it 

e 

n 

y 

w 

l, 


200 THE ECONOMIC JOURNAL [JUNE 


Orie may very well, therefore, use Malthus’s summary of 
Adam Smith’s views as a starting-point for a survey of recent 
economic developments in the Far East. The spread of the 
Industrial Revolution which has been proceeding in that area as 
the result of increasing foreign trade is a significant development, 
not only for the countries immediately concerned, but for the 
whole world. But behind this development there inevitably 
appears the spectre of Malthus’s query. Will the increased 
production of wealth which results from the new methods “ place 
the lower classes of people in China in a state of greater plenty ” ? 
Both sides of this question—the economic consequences of new 
industrial techniques in an ancient civilisation, and the part played 
in those consequences by population pressure—are perhaps 
worthy of some thought. 


The Revolution of Ideas in Japan 


Though the new revolutionary forces of overseas trade were 
introduced into China, and were accompanied by the hardly less 
revolutionary efforts of missionary education,! over half a century 
at least before they affected Japan, it is in the latter country that 
they have had their most rapid and complete success. In passing 
one may perhaps note the fact that in both countries the revolution 
was primarily one of ideas. It requires some ingenuity to interpret 
the beginnings of modernisation in the Far East from a strictly 
Marxist view-point. It is possible, on the contrary, particularly 
in the case of Japan, to demonstrate the exact sources of the 
borrowed ideas which have transformed the country, as well as 
the time and manner of their introduction.2. The fact that Japan 
was started on its career of modernisation by pressure from 
outside is not, however, inconsistent with later “ imperialist ”’ 
development urged forward by economic causes. N. Lenin 
(Imperialism, Ch. IX) has used Japan to illustrate his theories 
and elsewhere has commented on the supplementing of capitalist 
expansion with military force. In the Marxist view the “ revo- 
lution of ideas”’ in Japan was an artificial attempt to engraft 


1 The fact that this modern missionary effort was largely Protestant, and, in 
the last half-century, has drawn most of its personnel and resources from the 
United States, is significant. The cultural background of the missionaries is an 
important educational force. Individualism, democracy, a strong scientific 
tendency, and a general belief in rather aggressive capitalist organisation, are not 
inconsiderable additions to the forces making for revolution in China. 

2 See e.g. I. Nitobe and others, Western Influences in Modern Japan, Chicago 


University Press, 1932, and Sophia H. Chen Zen (editor), Symposium on Chinese 
Culture, data paper prepared for the conference of the Institute of Pacific Relations, 
Shanghai, 1931. 
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capitalism on military feudalism; and is destined, therefore, to 
be a transitional stage leading to class conflict and ultimate 
revolution. 

It is evident from the contemporary accounts of foreign’ 
visitors, and from the descriptions of old Japan now being written 
by Japanese historians, that there was a high level of political 
and cultural life in that country before the advent of the foreigners 
in 1852.1 Even though the semi-feudal society lent itself. to 


-sectional conflict, the material of public service was readily 


available for such a strong and far-sighted ruler as the restored 
Emperor Meiji proved himself to be. The notion of sending 
chosen groups of young people to observe and report upon the 
organisation of society in the Western countries was evidence in 
itself of a realisation that it was necessary to meet the new 
situation by the introduction of drastic reforms. The success 
of the policies based upon the observations of these ony bears 
equal witness to their shrewdness and point. ~ 

The Japanese early recognised that international relations 
among the European nations were based upon force. It was not 
long before they had a modern navy modelled on the British and 
an efficient army trained at first by German officers. But they 
were equally acute in recognising the importance in modern life 
of adequate codes of law,? the basic place of the natural sciences 
in modern industry, and the inevitability of a progression towards 
democracy. Theirs was a planned revolution of ideas, carried 
through on the whole with great skill and success. Moreover, it 
was not a mere imitation of Western forms and methods, but a 
serious effort to graft these on to a Japanese base. 

For three or four decades now, Japanese diplomatists, bankers, 
business men, scientists, have asserted a modest but firm claim to 

1 Cf. The Complete Journal of Townsend Harris, Doubleday Doran, 1930, with 
Y. Takehoshi, The Economic Aspects of the History of the Civilisation of Japan, 
Allen and Unwin, 1930, and G. B. Sansom, Japan, The Cresset Press, 1931. 

2 Cf. Inazo Nitobe, Pacific Affairs, January 1930: ‘‘ To put into execution 
any great reform, there must be a period of preparation and probation, especially 
when the idea of the reform comes from abroad. Weremember well how infinitely 
long those years were felt to be which were spent in preparing the nation for the 
abolition of extra-territoriality. Complete reforms in laws, the establishment of 
courts, the improvement of prisons, the education of judges, the perfection of 
administrative organs, each and all take long years of patient toil. Indeed, it 
took a whole generation, twenty-eight years (1875-1901), to convince Western 
Powers that it would be absolutely safe for their citizens to come under the juris- 
diction of the Japanese government. . . . And yet Japan ought not to regret 
that the best energies of her formative days were devoted to regaining her birth 
right, because the concentration of her mind upon the question of her international 
status brought about such changes in her national psychology as would not else 
have occurred,”’ 
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international recognition on an equal basis with their foreign 
colleagues. The implications of such a claim are very important. 
Three of them deserve to be stated clearly. In China, Java and 
similar areas, the Japanese have successfully asserted their right 
to equal privileges with other foreign (European) residents—they 
enjoy extra-territoriality, share in the government of the Inter- 
national Settlement at Shanghai, govern their own concessions 
elsewhere, participate in Consortiums. They regard themselves 
and insist upon being regarded in the Far East as entitled to the 
privileged position of an “advanced” nation. The same desire 
for recognition has led them to participate effectively in inter- 
national movements, both official and unofficial. Third, and not 
least important, it is one of the mainsprings of the rising standard 
of living which, much more than the mere pressure of numbers, is 
the really explosive force in Far Eastern affairs. 

There is a solid achievement behind this claim to equality of 
status with Europeans and Americans. Certain aspects of it are 
universally recognised! The growth of Japanese shipping and 
overseas trade cannot be ignored, especially since, like Great 
Britain, Japan, another island Power of comparatively scanty 
domestic resources, has been thrust into the necessity of seeking 
world markets. Her merchant shipping is to be found all over 
the globe, and her expanding exports compete almost as widely. 
The report of the Balfour Committee on Industry and Trade may 
be cited for evidence of the extent to which this competition has 
invaded markets formerly dominated by Great Britain.” 

‘A moment’s reflection will suggest that such development of 
trade and shipping necessarily implies a considerable measure of 
modernisation not only of the actual processes of production, but 
also of the auxiliary aids, banking, commercial organisation, 
advertising and the like.* It is, however, necessary to steer 
carefully between the extremes of regarding Japan as a thoroughly 
modernised and industrialised country, and, on the contrary, as 
a rather meretricious imitator of cheap, somewhat unreliable 


1 Of these, it must be said, military and naval prowess are not the least 
regarded in the outside world. The crushing victory over China in 1894-5 was 
the first revelation, quickly reinforced by the equally emphatic defeat of Tsarist 
Russia ten years later. A new world power had arisen, necessitating a readjust- 
ment of the strategic and diplomatic balance of power. In the re-shuffling of 
alliances that led up to the war of 1914-18 and in the diplomatic developments 
of the post-war period, this fact has played a réle of increasing importance. 

2 Cf. also B. and H. Ellinger, ‘‘ Japanese Competition, in the Cotton Trade,” 
Journal of the Royal Statistical Society, 1930, pp. 185-232. 

3 Cf. H. G. Moulton’s experience of Japanese economic atatistics, coat p- 
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processes. The very rapidity of the transition which has been 
accomplished involves elements of weakness. Industry, com- 
merce, shipping, finance have all been stimulated and supported 
by governmental action based in the first instance upon military 
necessity. Successive banking crises in recent years have pointed 
to the inevitable weakness of rapid and somewhat artificial 
growth; the very concentration which gives the cotton industry, 
for example, such competitive power may be a source of difficulty 
in times of depression; the widespread reputation for poor 
quality of products is largely due to over-eager straining of 
resources to take advantage of the commercial opportunities 
offered by European preoccupations in 1914-18. Perhaps most 
significant of all, if Japan’s striking poverty of natural resources 
is excepted, is the difficulty of improvising in a brief period an 
adequately skilled labour force,! a difficulty that is not without 
its lessons for other countries, such as Russia and China, which 
are entering upon programmes of industrial development. 


The Costs of Industrial Development 


It is just this mixture of strength and weakness in economic 
development which is most significant in a consideration of 
Japan’s population problem. To appreciate it fully, attention 
should be further drawn to less known but equally important 
economic and sociological facts. Behind industrial progress has 
lain a sustained and costly effort, both material and intellectual. 
A heavy burden, for example, has been laid upon the rural indus- 
tries by costly protective policies, and by the development of a 
powerful modern state. Not only is there a costly burden of 
armaments, but social life, and particularly education, has been 
expensively transformed. It has required effort to achieve the 
virtual elimination of illiteracy and, at the same time, create 
universities which do not suffer by comparison with the best that 
Europe or America has to offer. There is, no doubt, a certain 
tendency to confusion created by the effort to absorb such a 
heterogeneous collection of new ideas as that which confronts the 
student in Japan (and equally in China); but the foreign visitor 
cannot but feel admiration for the broad basis of scholarship upon 
which the new civilisation is being built. Forests of radio antenne 
on the low roofs, newspapers whose circulation runs in some cases 
into the millions, well-attended cinemas, popular lectures and 
concerts, are evidence also of widespread popular education. 

At such a stage of development, it is the aspirations, rather 
1 Cf, J. E. Orchard, Japan’s Economic Position, McGraw-Hill, 1930, Ch. XIX. 
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than the achievements, of a people that are important. There 
is no turning back from the choice that has been made and the 
effort that has been expended. The standard of living has risen 
and is still rising; but neither as fast nor as far as the popular 
demand which is so solidly based upon both scholastic and popular 
education. The Japanese islands are small and poor in natural 
resources, containing few of the raw materials essential for indus- 
trial progress, little coal, less iron and almost no petroleum.! 
Only a sixth of the land is arable, and less than a quarter of 
it is flat enough for intensive cultivation.2 But, partly from 
patriotic motives,? and encouraged by the increasing wealth of 
the last three generations, numbers have grown rapidly, doubling 
between 1868 and 1928. The total area of Japan proper is about 
that of Great Britain. It now supports a population of ‘over 
60 millions, increasing by about a million a year. 

It is for these main reasons that population pressure is perhaps 
more acute in Japan than almost anywhere else, in the Far East 
or elsewhere. Increasing numbers tell only part of the story, 
the more important part is to be found in changing social aspira- 
tions. There is already a very real pressure on existing standards 
of life and, still more, an apparent check to their improvement. 
Three main lines of policy are generally discussed as remedies— 
birth control, emigration and industrial development. 

Of these the first receives more and more serious consideration 
in Japan. In November 1929 a birth control clinic was opened 
in Tokyo; but was promptly closed by the police. Within two 
years, however, such clinics were operating without interference. 
But, while the importance of this movement for the ultimate 
welfare of the Japanese people is very great, it is necessary to 
recognise that it can have little effect for a generation at least. 

Emigration has apparently never been regarded by the 
Japanese themselves as offering more than slight relief. A special 
department of government has endeavoured to promote emigra- 
tion and colonisation; but not with great success. The primary 


1 Bain, Ores and Industry in the Far East, Council on Foreign Relations, New 
York, 1927. 

2 Nasu, Land Utilisation in Japan, Institute of Pacific Relations, 1929. 

’ The fact that population grew so slowly for at least the 250 years of isolation 
is evidence of a considerable measure of restriction. Birth control was practised 
by primitive methods, there was much restraint, delayed marriage, and celibacy, 
as well as positive checks including some infanticide. The need for increasing 
population was strongly impressed in the early stages of modernisation. That 
the patriotic motive is powerfully rooted in deep psychological instincts is illus- 
trated by the explanations offered by Japanese members of the Kyoto Conference 
of the Institute of Pacific Relations—see Problems of the Pacific, 1929, pp. 24-5. 
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obstacle is the reluctance of the people to move except under very 
favourable conditions. In a quarter of a century less than 
200,000 have gone to Manchuria, and a large proportion of those 
are engaged in directive pursuits. Their standard of living is 
too high to enable them to compete on equal terms with Chinese, 
Koreans or Indians. In any case the best areas for emigration 
are closed to them. The largest stream of regular migration 
recently has been an annual movement of about 10,000 to 
Brazil. The main importance of migration lies, in fact, in the 
psychological effect of restrictive legislation. The various measures 
passed have often been framed in harsh terms, and the cumulative 
effect of restriction itself has been to heighten the national sense 
of having been born too late into a hostile world. 

Industrial development, therefore, remains, or, until the 
recent depression with its accompaniment of revived economic 
nationalism, remained, the generally accepted alternative. To 
this policy the leaders of Japan have bent their greatest efforts 
and for it the people have submitted to heavy burdens. But a 
prolific people crowded thickly into a small area of scanty 
resources cannot industrialise itself except through an expanding 
foreign trade. Raw materials, capital, and markets are all 
necessary, together with neighbourly good-will and reciprocity. 
Great Britain in the mid-nineteenth century was the workshop of 
Europe if not of the world ; Japan aspired to the same role vis-a-vis 
an awakening Asia in the twentieth century. Such an ideal is 
difficult of attainment in the face of increasing tariffs, falling 
prices, dwindling capital movements, and distrustful hostility. 
Between the beginning of 1930, when the embargo on gold was 
removed, and the suspension again of the gold standard in 
January 1932, deflation was more continuous and severe in 
Japan than in any other industrial country. The path of peaceful 
economic co-operation has led in almost every direction tem- 
porarily to distress and disillusion. Under such circumstances 
the older and simpler alternative of expansion by conquest is 
bound to appear more attractive to large numbers of people. 

It is, indeed, essential to realise that the heart of the population 
problem was hardly touched by Malthus. It is not to be found 
in the final appearance of such positive checks as starvation and 
misery. Long before that point is reached by any ambitious 
modern people, the pressure of numbers upon resources will 
aggravate almost every social problem—class antagonism, indus- 
trial competition, international co-operation will all be complicated 
by it. 
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Economic Awakening in China 


The acuteness of the Japanese problem arises from the fact 
that the people as a whole are conscious of population pressure 
and unwilling to remain quiescent under it. In other parts of 
eastern Asia such consciousness is far less developed; but it is 
growing. Both economic and political problems are most acute 
where there is the greatest measure of popular education, supple- 
mented necessarily by some training in leadership. The Philip- 
pines offer a case in point.1 Despite the fact that there is a 
considerable variation in the progress of the very mixed racial 
groups, American educational methods have built upon an old 
neo-Spanish culture successfully enough to create a national con- 
sciousness which by legislation has blocked plantation development 
such as Hawaii on the one side, or Java on the other, has 
experienced. 

The extent to which, in the twentieth century, it will be 
possible to stimulate economic progress and accommodate 
increasing numbers of natives in agricultural and mineral enter- 
prises organised on a capitalist basis, without this leading to a 
growth of national feeling and class antagonism embittered by 
racial prejudice, remains an open question. The Dutch in Java 
have made the most successful experiments in this direction.? 
A combination of wise governmental expedients, race tolerance, 
efficient economic direction and expanding markets for tropical 
produce, together with extreme care in the educative processes, 
have hitherto made possible a considerable expansion of numbers 
together with slowly rising standards of living. New industries 
—rubber, cocoa, quinine, tea—have been introduced and fostered 
by excellent scientific research, the native systems of government 
and land ownership have been supplemented by careful Dutch 
advice and by new devices of rural co-operation and credit, and 
it is not without significance that some of the first experiments in 
gold-exchange standard methods safeguarded the islands from 
the consequences of fluctuating silver prices. Even so there 


1 Cf. Bruno Lasker, Filipino Immigration, Chicago University Press, 1930; 
M. M. Kalaw, The Philippine Question: an Analysis, and M. D. Gana, Social 
Legislation in the Philippine Islands, papers prepared for the Institute of Pacific 
Relations Conference, 1931. 

2 de Kat Angelino, Colonial Policy, is the latest authoritative survey of the 
whole problem. Cf. also B. Schrieke (editor), The Effect of Western Influence on 
Native Civilisations in the Malay Archipelago, Royal Batavia Society of Arts and 
Sciences, 1929. The fullest discussions of the scientific aspects of research in 
tropical problems are contained in Proceedings of the Fourth Pacific Science 
Congress, May—June, 1929, Martinus Nijhoff, The Hague, 1930. 
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exists a “‘ communist ” movement which has given the authorities 
some trouble. 

It is in China, however, that the leaven of industrialism is 
beginning to work most significantly. The same forces which 
have modernised Japan, education, scientific training, increasing 
trade and contact with the outside world, are operating with 
disturbing effect, particularly among the intelligentsia, who are 
drawn largely from the landowning and merchant classes. There 
has not been until recently, and then only feebly, anything 
approaching the same conscious, systematised and determined 
effort by a ruling minority to adopt and adapt Western methods 
of organisation. The process has rather been one of infiltration 
of commercial and industrial ideas, confined largely but not 
wholly to the fringes of China which are accessible to foreign 
contacts. One result of this haphazard development has been 
the recapitulation of some of the worst of the social problems 
which the student is familiar with in the early stages of the 
industrial revolution in England. 

In Shanghai and Tientsin, and a few other centres, there are 
modern, well-equipped, sanitary and efficient factories under 
foreign (mainly Japanese) direction. Many of them have welfare 
departments and have made experiments in methods of payments 
which avoid the contract system. The Kailan Mining Administra- 
tion under Sino-British direction has been conspicuously successful 
in pioneering new methods of efficiency in this respect. Chinese 
firms exist also which are organised on modern lines. The Com- 
mercial Press at Shanghai is (or was until it was recently destroyed) 
a successful large-scale publishing and printing house, and the 
whole district around Wusih (an up-country town over 100 miles 
from Shanghai) has been revolutionised by the enterprise mainly 
of one family in erecting modern cotton factories, flour mills and 
silk filatures. It is not the efficient large-scale methods of 
industrialism which create problems of apprenticeship, child 
labour, insanitary and dangerous conditions, long hours. 

Alongside these factories, however, there exist a multitude of 
small, mostly inefficient, under-capitalised establishments organ- 
ised in all the varieties of the small master-merchant-craftsman 
combination.1 It is in these smaller workshop-factories that the 

1 There is already a large but uneven literature on Chinese industrial develop- 
ment. Cf. e.g. the surveys of Tientsin industries by Franklin L. Ho and H. D. 
Fong (published by Nankai University); Memorandum on Agriculture and 
Industry in China, by R. H. Tawney; China’s Industrialisation: a Statistical 


Survey, by Franklin L. Ho, and Development of Capitalism in China, by Akira 
Nogano, all prepared for the Shanghai (1931) Conference of the Institute of Pacific 


ct 
re 
of 
is 
e- 
p- 
a 
al 
d 
l- 
iS 
e 
e 
2 


208. ' THE ECONOMIC JOURNAL _ [JUNE 


worst abuses of child and adult labour occur. There are also, in 
addition to specific industrial evils, very grave social problems of 
housing, sanitation, education, in the developing urban areas. 

Though the pace of development is slow, the fact of modern- 
isation may be inferred not only from the growth of towns and 
industries, but also from an expanding foreign trade. Moreover, 
industrial activity after all is not the most important part of 
Chinese economic life. There have been distinct advances in 
agricultural production and in transport and marketing. By the 
introduction of new crops and some improvement of production, 
but above all by the more profitable markets offered in foreign 
trade, some measure of increased wealth has been created. In 
many parts of the country also the export of labourers has been 
of considerable importance. Emigrants’ remittances play a 
large part in China’s balance of trade. 

The new ideas which are slowly changing China’s economic 
outlook come now from three main sources. The first historically 
and probably still the most important is to be found in the foreign 
trading settlements of which Shanghai is the chief. But the 
influence of these essentially foreign communities is now 
reinforced both by the increasing power of foreign-trained 
Chinese, and by the prosperity of many Chinese communities in 
other lands. These are obviously of more permanent importance 
for the future of Chinese economic life. The many thousands of 
returned Chinese students will in course of time be increasingly 
reinforced by the graduates of both national and foreign uni- 
versities in China; and it is already clear that Chinese who have 
prospered abroad will send back not only money but ideas and 
personalities of organising ability. 

Most foreign and Chinese experts agree that there has for some 
time been a tendency towards an increase of population in China, 
perhaps not very great or very regular, but substantial over a 
long period of time.1_ Any such increase can only have been 
Relations. Dame Adelaide Anderson’s Humanity and Labour in China, 8.C.M., 
London, 1926, surveys the social problems of factory development and recounts 
the effort made to establish factory legislation in Shanghai. See also Ta Chen, 
Study of the Applicability of the Factory Act of the Chinese Government: a Pre- 
liminary Survey of the Shanghai Area, China Institute of Scientific Management, 
Shanghai, 1931. 

1 D. K. Lieu of the Chinese Government Bureau of Statistics, in a paper on 
the 1912 census read to the Madrid (1931) meeting of the International Institute 
of Statistics, has suggested that “‘the Chinese population is growing, not at 
constant rates of increase, but at high rates alternating with low ones, or through 
increases alternating with decreases.”” For general evidence of population increase 


see C. M. Chiao and J. Lossing Buck, ‘‘ The Composition and Growth of Rural 
Population Groups in China,” Chinese Economic Journal, March 1928. 
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made possible by greater productivity because of new methods 
of production and trading. There are many tremendous obstacles 
to any very rapid extension or even continuation of the advance ; 
but it is significant perhaps that, in papers prepared for the 
1931 conference of the Institute of Pacific Relations, two com- 
petent economists, one Chinese and the other Japanese, agree that 
there are very real possibilities of raising the standard of living 
“ provided that further civil strife be ended.” + 

The answer to Malthus’s query is still obscure. Standards of 
living in China are tragically low, illiteracy and the deadweight 
of illiterate custom present enormous obstacles to the spread of 
new ideas, disunity and factional strife persist. 

The experience of Japan suggests one important element of 
the answer. Increasing productivity can be kept ahead of increas- 
ing numbers only if a substantial part of the gain is intercepted 
for social purposes. China needs virtually all the co-operative 
apparatus of modern economic life—railways, river-controls, 
roads and similar public works, a uniform if not stable monetary 
system, regular and equitable instead of arbitrary taxation, codes 
of law and effective administration, constructive organisation to 
free the peasant farmers from excessive rents and ruinous interest, 
and, most fundamental of all, a large measure of popular education. 
These are expensive but profitable reforms. The task of initiating 
them in an area as vast and diverse as that of China staggers the 
imagination; but concentrated effort in specially favourable areas 
is by no means impossible or useless. 

The bearing of these problems, which are largely problems of 
government, upon the economic welfare not only of China and 
her neighbours, but of the other countries of the world, is too 
obvious to need much emphasis. A prosperous, co-operative 


‘ China would enable Japan to solve its population problem by 


industrial and financial development which in turn would be of 
immeasurable advantage to China. If it had been possible to 
utilise a fraction of the capital investment which in the recent 
boom was “ spilt’ both in the United States and in Europe, 
upon railway building in China, the world would be richer, 
international trade larger and freer, and capital more secure. 
The leader of the Chinese Revolution, Sun Yat-sen, saw the 
general aspects of this truth very clearly,? but lacked the 
expert knowledge and practical support necessary to carry out 
his ideas. 

1 Franklin L. Ho, op. cit., and Akira Nagano, op. cit. 

2 Sun Yat-sen, The International Development of China, Putnam, 1922. 
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The political and economic organisation required to direct 
and safeguard the investment of capital in productive uses which 
would benefit both the people of China and those of the industrial 
countries ought not to be beyond the capacity of the twentieth 
century. Not only nationally but internationally also, the 
pressure of population upon limited resources is conditioned by 
rational organisation and may be a cause either of destructive 
conflict or of co-operative effort. 


J. B. ConDLIFFE 
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INTERNATIONAL DIFFICULTIES ARISING OUT OF 
THE FINANCING OF PUBLIC WORKS DURING 
DEPRESSION 


1. INTRODUCTION 


WE all agree that it is better to give work rather than relief to 
the unemployed, and therefore many of us are interested in public 
works during a depression. But for the last year the tendency 
in most countries has been in the opposite direction; they have 
reduced their public activity, and by means of bank-rate and 
other credit-restrictions they have also reduced private activity. 

The main purpose of all these negative policies is to procure a 
favourable balance in relation to foreign countries. If one country 
is more active than others, it will have an unfavourable balance 
of payments and unfavourable rates of exchange; therefore each 
country is afraid of being more active than its neighbours, and the 
result is a competition to be less active. Certainly in that way 
a country can get a balance, but also high unemployment and 
poverty; for it often happens that we have to reduce our own 
employment, if we wish to reduce the employment given to other 
countries. They do not see that they can all equally well get a 
balance, if all are equally active ; and that in that case a certain 
latent capital will be effective and make the activity possible. 
Or, if they are aware of this relationship, they regard it as 
impossible to secure simultaneous activity from other countries. 
Therefore they go a step farther than reducing their own activity ; 
namely, they proceed to such restrictions against imports as a 
protective tariff. 

An isolated country, that means a country with no trade 
connections with other countries, would never meet a period of 
depression by reduced activity; they would understand that this 
would be a step in the direction of economic suicide. And it is 
likely that what is best for an isolated country is also best for a 
closed system of countries like the whole world. This very fact, 
that the world is separated into countries, is therefore the main 
cause of the negative policy being so popular; and this applies 
not only to reduced activity, but also to wages. All countries are 


anxious to reduce wages, salaries, prices, taxes, public relief, etc. ; 
P2 
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all with the purpose of being able to compete the better with other 
countries and to get a good balance of payments. An isolated 


country would see that sinking wages and prices would mean that | 


it would be longer before there was a return to the confidence that 
activity would be profitable. The more countries take up this 
negative policy, the more difficult it becomes for other countries 
to be active, both on account of psychological infection and on 
account of the lack of demand from the former countries. The 
international division of labour, which in normal times is so useful, 
thus becomes an important cause of depression. 

As to public works, the difficulty is not only the balance of 
payments, but also that the profit will spread to other countries, 
while the home taxpayers must take both the burden and the 
risk. If the public works are not directly profitable, for instance, 
because buildings are erected some years earlier than wanted, 
resulting in a loss of interest, then this loss may be covered, be- 
cause the works give income to many and therefore taxes will yield 
more, and less relief to the unemployed will be required. But if 
the buildings require materials from other countries, and if the 
increased consumption of our workers means imports of many 
kinds, then this gain is spread abroad, and our own taxpayers 
get too small a share of it. 


II. Activiry CREATES CAPITAL 


The most popular objection to public works is this, that the 
capital which the State and the municipalities employ is stolen 
from private business and that the total activity is unaltered ; 
and, if the State can only carry on the work because it can meet 
an eventual deficit by taxes, the product would be greater under 
private enterprise. If this were right, it would also apply to the 
mutual relations of different business men; if one was active, 
another must be less active because he could not get capital, and 
the only consolation would be that the victorious probably is the 
most fit. The mistake is that the supply of capital is regarded as 
a fixed amount, and that all capital produced (the current saving, 
etc.) is supposed to be employed; but in each period of de- 
pression much saving is vain, yet could be secured if the total 
activity was greater. That depressions can exist in all directions at 
once will never be understood until it is realised that liquid capital 
can go to waste owing tolack of demand. Weremember the classic 
statement that general over-production cannot exist; if a man 
produces for £100, it must be because he (when the product is 
sold) will buy for £100, and accordingly total demand is equal to 
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total supply; the error in this is that the saving done is forgotten ; 
if the man deposits the £100 in a bank, and nobody borrows the 
amount and invests it, demand is smaller than supply, and the 
saving will go to waste. He who saves passively fails to employ, 
for example, tailors; if then some other person borrows the money 
and employs engineers, there is equilibrium between the positive 
and the negative side of the saving. But if neither tailors nor 
engineers are employed, it is likely that somebody else will save less 
and thus counterbalance the original saving. Certainly this 
£100 exists as a deposit; but when the saving causes unemploy- 
ment, the reserves of other persons will be consumed. Most 
entrepreneurs have private deposits to spend in bad times, or they 
omit amortisation, although their machines, etc. suffer wear and 
tear; the workers consume the reserves of their organisations, or 
they become indebted to the landlord and the retailer; again 
these latter must get more credit from the wholesale dealer, and 
the wholesaler from the banker, who says that money is slow to 
come back; thus the original saving is not invested in new 
capital-goods, but disappears. When nothing is invested, no 
net saving can exist. 

It thus appears that the available capital is not a fixed amount, 
but can be influenced by the very course of investment, upwards 
or downwards; there exists what we may call latent saving, 
namely, the amount which would be saved if all unemployed 
factors of production were to get work. And it is likely that 
a great share of this additional income will be saved just because it 
is additional. If the average saving of income is 10-15 per cent., 
I suppose that when a man’s income is increasing, he saves about 
25 per cent. of this addition on the average—much of it being 
profit for rather wealthy people, who already have all their more 
urgent needs satisfied ; whether the figure is exactly 25 per cent. is, 
however, of no fundamental importance to the following state- 
ments. We will further suppose that the annual additional 
income, which could be secured in a certain country if all unused 
factors get work, is 400 mill. (£ in England, crowns in Denmark) ; 
thus 100 mill. can be expected to be saved. 

In this additional saving we have the source of the great invest- 
ment in prosperous years; the capital is not saved beforehand, but 
created during the same period, simply because we have no form 
in which liquid capital can be carried over from year to year in 
large amounts ; only smaller amounts are carried over in the form 
of stocks of materials and other goods. Certainly the consumption 
of luxuries is large during prosperity, but the income is so large 
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that it will allow for both luxuries and saving. The individual, 
or the single country, can save in a period prior to the investment 
by lending the money to banks or to foreign countries; but as 
prosperity is often simultaneous in most countries, this is not the 
regular source for financing a period of prosperity. What the 
individual owns is really a share of the already existing goods, and 
then a right to dispose of a share of the saving of the future. 
This saving (and the setting free of older capital through amortis- 
ation, etc.) is the real source of investment; when a house 
has been built, somebody’s property must have increased in 
value to an equal extent during the same time ; either the owner’s 
property or his creditors ; that means, that somebody must have 
saved. 

Returning to the illustration of the unemployed factors equal 
to an annual value of 400 mill., we can further expect that an 
investment of 100 mill. will cause so much indirect activity that a 
total saving of 100 mill. will appear and the investment will thus 
be self-financing (for an isolated country). To understand this 
we must consider the term ‘“‘ secondary employment” as used 
by R. F. Kahn in the Economic Journat for June 1931. I agree 
with Mr. Kahn in his interest in public works, in his emphasising 
the international difficulties, and in hiscalculations about secondary 
employment; but as this last problem has also been discussed in 
this country, I have something to add. 

If (ceteris paribus) we invest 100 mill., this amount will be paid 
out as direct or indirect wages, interest, profit, etc.; the receivers 
will increase their consumption and thus create employment for 
a new set of unemployed factors, and so on, only with ‘‘ diminished 
intensity’ (Kahn). As to the cazse of this diminished intensity, 
Mr. Kahn only considers the fact that a share of the employment 
goes abroad, while he expressly supposes that the new income (or 
rather the profit) is devoted to consumption in its entirety. It is 
here that I have something to add, as the saving from this income 
is a very important by-product to the secondary employment, and 
is just as capable of financing the activity. 

The sum of this saving can be calculated by aid of the same 
mathematical formula which Mr. Kahn employs for the secondary 
effects. Beginning with 1, the second set employed is called £; 
then the third set is k?, the fourth set &° and so on, and the sum of 
all these additions is _s . If we now consider a closed system, 
where nothing is lost abroad, but where 25 per cent. is lost to 
saving, the first set of secondary employment is 75 per cent., the 


1932] FINANCING PUBLIC WORKS DURING DEPRESSION 215 


next 56-25 per cent., ete. With 0-75 as k in the formula we then 
find 0-75/0-25 or 3, which, together with the original investment, 
gives 4. For the investment of 100 mill. we thus get a total 
employment of 400 mill., and of this 100 mill. will be saved, just 
covering the investment. Expressing this in more general 
terms we may say that the sum of the original and secondary 


employment is 1 + i Ld i= - Ee and when this is multiplied 


by the ratio of saving, 1 — k, we get the original 1. 

It is thus not necessary for the banks to wait to see a certain 
amount of liquid capital accumulated in cash before they grant 
credit for an investment ; the capital will be saved during the very 
time in which the house is being built (apart from reduction of 
stocks of materials, etc.). It is, moreover, not even possible to see 
this liquid capital; all the capital we can see is clothed in things ; 
even our deposits in the banks, which in the individual and legal 
sense are liquid, really exist in things, belonging to the debtors 
of the bank, or the debtors of the debtors. From a social point of 
view the term liquid capital does not refer to a date, but to a period 
in which the saving and setting free of capital takes place. As we 
have already said, the value of the houses, machines, ships, etc., 
built in a period of prosperity, is created in that period itself; the 
capital does not lie idle beforehand. If a bank promises credit for 
an investment, it really disposes of something belonging to the 
future : the coming saving ; and by co-operation with other banks, 
where it has deposits, or from which it has secured credit, it comes 
into contact with savings drawn from wider circles than those of 
its own depositors. 

That the above calculations should end with just the same 
figure for investment and saving can also be understood from 
the following argument. In one case there will be no secondary 
employment at all, namely, if the original production just covers 
the demand of the unemployed. If one million unemployed, 
selected from all trades in harmonious proportion, and equipped 
in a normal way with buildings, machinery, land (or raw material), 
etc., are set to produce their own wants, just what they themselves 
and the owners of the buildings, etc. will buy if employed, we shall 
have equilibrium at once, and no secondary effects will follow. 
But if the unemployed produce what they do not demand, partly 
or in full, the secondary employment must continue, stage for 
stage, until a sufficient amount of the newly-created purchasing- 
power is directed towards the original products. Now to save 
means to buy invested goods; accordingly, the secondary employ- 
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ment must continue until the total created income causes so much 
saving that the original investment can be paid, while the rest of 
the income buys the secondary production. So long as the 
investment is greater than the saving, the latent wants of the 
. unemployed, which now become efiective, are not satisfied, 
because the production of the wanted goods is just that amount 
smaller than their income minus saving as the investment is 
greater than the saving. (Income minus saving minus secondary 
production of finished goods = investment minus saving.) 

Some details must be added here. In the first weeks, before 
the latent saving is effective, a share of the wanted capital must be 
taken from the stocks, in stores, etc. If we start with greater 
investment than the expected saving from all unemployed factors, 
inflation not equilibrium will result. There may be special ex- 
ceptions to the full employment of all, on account of the seasons, 
overcrowding in certain trades, etc. We also disregard the fact 
that secondary production may require capital for the expansion 
of factories, etc. (and that activity, therefore, does not create 
sufficient capital). 

The banks are probably not quite aware of this relation, that 
unemployed factors of production, consisting of a certain harmoni- 
ous composition, mean a latent power to save, and that it is this 
latent capital they dispose of when they expand credit. (What 
else should be the source of the new capital?) They believe that 
they dispose of existing capital, namely, their deposits in other 
banks; but in reality they dispose of something belonging to the 
future; experience shows them how much they can dispose of, 
and in normal times this experience is almost sufficient; but in 
abnormal times it would be very useful if they had a full under- 

- Standing. Otherwise we run the risk of over-disposal or under- 
disposal. If they dispose of more than the latent saving we 
get inflation. 

However, at present there is much more danger of under- 
disposal. The objection to public works, that they take the 
capital from private activity, shows that people do not know how 
great a quantity of latent capital there is available for disposal 
when the world has so enormous a number of unemployed workers 
and machines. Certainly the international difficulties of isolated 
activity (see next section) makes the problem more complicated, 
especially last year, when it has been so difficult to borrow from 
abroad; but even before that, bankers were afraid of public 
activity. Then there is the danger that they should become so 
much impressed by the capital used by the public authorities that 
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they would reduce their credits to private investment, although 
the sum of both did not exceed the latent capital. 

Whether saving is useful or not also depends on the attitude of 
the banks. If the banks dispose of all the saving, and if they are 
ready to expand credit when saving becomes greater, then we can 
say to the public : You can be quite sure that your saved money 
will be invested and give employment. But if the banks are too 
careful, and if nobody dare borrow money or dispose of their 
deposits, then there is danger that saving will be in vain (as 
explained in the beginning of this section), because it will cause 
unemployment; then the saving will be neutralised by the con- 
sumption of property by people who have no income on account of 
the depression. Even in bad times there is much saving done by 
people with good and stable incomes, through forced amortisation, 
and through life-insurance, etc., with the result that there is a 
great danger that the capital thus obtained has not been used. 
It is the duty of the banks to keep employment so high~-that all 
available capital is invested. 


III. INTERNATIONAL DIFFICULTIES 


The discussion about secondary employment began with the 
international problem. When Mr. Kahn considers the diminishing 
intensity, he thinks of the share of the employment which goes 
abroad. Here in Denmark the discussion was started by people 
who were interested in capturing work from other countries, and I 
answered them in 1928. A civil engineer, Mr. F. Johannsen, 
director of the Copenhagen Telephone Company, maintained, that 
if we started (captured) work for 100, this would result in a 
secondary employment in Denmark of 60, this again for the 60 per 
cent. of the 60, etc., until the sum is 250 (as 60 per cent. of 250 is 
150, or just the addition to the original 100; this corresponds 
with Mr. Kahn’s formula). Mr. Johannsen’s figures were based 
on domestic statistics and estimates of the Danish share of the 
different expenses. I admitted that there was such a series of 
secondary effects, but that the right figure was probably 40 per 
cent., resulting in 167 (40 per cent. of 167 = 67). I reduced the 
figure from 60 to 40 per cent. because it was necessary to allow 
for the saving ; further, there are goods where greater consumption 
means a smaller export—not greater production—because it is 
difficult for producers to expand production. And when we con- 
sider captured work (not new investment as does Mr. Kahn), we 
must expect a smaller export to the countries whose production 
we have captured. 
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Mr. Kahn considers figures for k between about 35 and 50 
per cent.; if the latter figure is reduced, on account of saving, 
we shall get about the same as my 40 percent. The total national 
employment, corresponding to this figure, is 167; but as the total 
employment for all countries from an investment of 100 is 400 on the 
assumption that 25 per cent. is saved, then the national employ- 
ment is less than one-half of the total employment.1 However, 
England as well as Denmark has a very one-sided production; for 
most other countries I think we can get a greater share for home 
employment, and therefore I will suppose in the following that 
an investment of 100 results in a home employment of 200, or one- 
half of the total result. This means that the saving created which 
will appear in other countries will also be a half of the total saving, 
and, if we rely on the theory that activity is self-financing, we 
must borrow 50 of the invested 100 mill. from foreign countries. 
And this is very difficult at present. 

Further, it means, that if we wish toemploy allour unemployed, 
we must start with an investment of 200 mill., resulting in a total 
employment of 800 mill., of which our own share is 400. The 
sacrifice of our taxpayers will then become doubled, and the 
foreign borrowing must be doubled. Probably the Minister of 
Finance will then prefer to give unemployment relief, as this 
requires much less money at the moment. In a given situation 
here in Denmark, I calculated that six times as much money was 
wanted to create work rather than to give relief ; this is so because 
the relief is smaller than the wages, because factors of production, 
other than labour will also be employed, and because by buying 
imports of materials, etc., we spread employment to other countries. 
In another situation the figure would be different, and in a larger 
country, whose production is more many-sided, and which there- 
fore is more self-supporting, the figure will be lower. But every- 
where employment requires a much greater outlay than relief. 

Let us nevertheless suppose that a country is willing to be 
active although other countries are not. Is this possible? Can it 
borrow the necessary capital from abroad? It should be easy ; 
for the first country creates saving in the other; and when one 
country has a balance of payments of minus 50 mill., another, or 
several other countries must have a balance of plus 50 mill. 
There is no debtor without a creditor; and furthermore this 


1 A further reduction is required if the investment itself requires foreign 
materials. Here it may be added, that countries with an export of building 
materials and metals, etc., make more than normal profits from the activity of 
other countries, and therefore improve their balance of payments in prosperous 
periods. 
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follows from the theory of self-financing activity, and from the 
argument that no house comes into existence without an owner. 
It is like the clearings between the banks in a single town; the 
sum of the minus-es is always equal to the sum of the plus-es, and 
the problem is, whether the banks with plus will grant credit to the 
other banks, and on what terms; or whether the central bank will 
intervene. It seems even to be the moral duty of the other 
countries to grant this credit, for they must thank the activity of 
the first country for the fact that they have this plus in their 
balance of payments; the active country renders the others a 
great service by giving them employment, income, taxes and saving. 
In practice, therefore, we often find that exports are stimulated 
by giving credit; sometimes even States lend money to exporters 
for that purpose. (At the very outset the fortunate countries are 
almost compelled to grant credit for the difference, for international 
movements of capital are ultimately movements of goods, and this 
requires time. A sudden export of colossal quantitie3, and a 
sudden stopping of imports, cannot be supposed. If capital is 
transferred by telegram from one country to another, at the same 
moment a credit of the same amount is moved in the opposite 
direction, and then the question is, whether the original transfer 
will cause an export of goods, by means of which the secondary 
credit is paid.) 

But the first country cannot rely upon this credit. Perhaps 
the country with the plus is too distant; or the two countries are 
not familiar with credit operations with one another; or the 
fortunate country may prefer to reserve the plus for her own 
activity, or to lend it to nearer countries. (This, however, would 
give the first country a chance to make up the deficit by exporting 
to these latter countries, which now become active.) It is too 
risky for us to start, if we do not know where to get the credit from,’ 
and on what terms. Therefore we are all tempted to be as passive 
as one another, to the great injury of ourselves and the others also, 
because then they will not get employment from exporting to us. 

The worst of it is that the credit must be granted beforehand; 
in advance of the capital coming into existence. If we could be 
sure that, when a country actually gets a plus in the balance of 
payments, it will lend it to the countries with a minus, on fair 
terms, this would be sufficient—-apart from the other kinds of risk, 
which are always connected with activity; technical risk, price 
risk, risk that the saving will be smaller than expected, etc. But 
the credit system of the world would have to be much more 
centralised before we should be able to rely on this. 
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In normal times much credit is granted beforehand, both 
within a country and from the more wealthy countries to others. 
In fact the granting of all new credit involves disposing of something 
belonging to the future ; experience shows, about how much credit 
can be granted, and so when an investment is started, the amount 
of current and latent saving will appear to be about right. But 
in such abnormal times as exist to-day, nobody dare grant credit ; 
they do not know how much of the saving, resulting from the 
activity of a particular country, will appear in their country 
(Denmark, for instance, gets her building materials from several 
countries); and a great deal of other necessary information is not 
at present available. And even if the banks themselves regard it 
as safe to grant credit, they may not dare to, because their de- 
positors, having less confidence in the foreign country than the 
bank directors, might recall their money. Then even the coun- 
tries whose taxpayers are willing to meet the eventual sacrifices 
must be cautious, with the result that the latent capital will not 
materialise. 

Thus there is a terrible competition between countries each to 
be less active than the other; this they regard as the only guarantee 
to avoid a negative balanceof payments. Further, each State insists 
upon having a balanced account, and especially in having a balanced 
budget; in my opinion, at the present time, it is the duty of 
States to have a deficit—as this means employment for the 
workers and preservation of the latent saving; on the other hand, 
a balanced budget has good psychological effects, especially if the 
State wishes to borrow. The more States there are taking up this 
negative policy, the more difficult it becomes for the other States 
to continue with public or private activity, both because of 
psychological infection and because the other countries do not buy 
our goods. The possibilities of giving the unemployed income, 
and of increasing the property of society and the State without 
any burden, will then go to waste. 


IV. Isotatep ACTIVITY 


As it is so difficult to get credit from abroad to-day, we must 
consider what other means there are left, to finance our public and 
private works, if we wish to be more active than our neighbours. 
In many countries the gold reserves of the central bank are so great 
that its export can be a really important support for some time ; 
and I cannot see any serious argument against this use of these 
reserves. At the present time I should be more afraid of receiving 
gold. As long as gold is the legal standard of most countries, 
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although suspended in some of them, I regard gold as international 
money ; and money according to the current definition is something 
which we receive, although we perhaps do not want it directly, 
with confidence that we shall be able to buy what we want with it. 
The only practical use of gold in the reserves is to be exported in 
hard times. If we want goods from countries that will receive 
neither our goods nor our bonds as payment, we must send our 
gold. And then later, if the gold standard is maintained in most 
countries, we shall try to accumulate new reserves to be used inthe | 
next period of hard times, either by a surplus in the balance of 
payments or by borrowing. At present it is France and the 
United States especially which are able to be active by aid of their 
gold reserves, but also several other countries. And if all these 
countries would be active by having confidence in their gold, 
they would mutually employ each other in such a way that very 
little gold would have to be exported. 

As it is so difficult to borrow at present, the idea naturally 
occurs of letting the State force on artificial saving by means of 
taxation or forced loans, directed either against the taxpayers 
in general or against those who get employment through the 
public works. The city of Copenhagen, which had much work on 
hand when the crisis began, has recently secured 15 mill. Kr. by 
extra taxation and 50 mill. by a local two-years loan; this loan 
was originally intended to be 30 mill., but the citizens were so 
interested in these bonds that the city secured 50 mill. There is 
no doubt that by such compulsory or voluntary reduction of 
consumption we can improve our balance of payments; and it is 
better that taxes should compel unproductive consumption to 
be reduced, rather than that the bank-rate should reduce product- 
ive investment. But if the purpose is of quite a different kind, 
namely, to increase employment, we meet a difficult question. Is 
it possible to augment employment in these ways, or will the tax- 
payers employ just so many fewer people? It is obvious that there 
is more employment if money is only given to the unemployed in 
return for work, than if relief is simply handed out; but it is 
possible that this positive result can only be brought about if 
there is later to be a delay in employment when the taxes are 
collected for the relief works. Further, it is obvious that if all 
workers and capitalists engaged in the building trade, directly or 
indirectly, give credit for 20 per cent. of their wages, etc., and save 
this amount, the amount of capital required for four houses will 
now be sufficient for five houses. I cannot go into these questions 
further here, but only state my conclusion; that there are some 
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cases where we can augment employment in these ways; and 
other cases where we cannot, and that this depends on several 
factors, of which we may especially mention the velocity of 
circulation of money. However, secondary employment will 
rarely occur, and therefore good results can only be secured by 
such high taxes that we shall get into very great difficulties. 

When our activity results in an unfavourable balance of pay- 
ments, many think that it is most natural to restrict imports ; 
and there are many ways of doing this. All countries have 
movements corresponding to “‘ Buy British,” and in all countries 
we find agitations for protective tariffs. In recent months there 
have been further total prohibitions set up against the importation 
of certain types of goods—especially against luxury articles; 
and such restrictions we meet not only in the customs houses, but 
also in the banks, where the buying of foreign exchange is denied 
to importers of luxury goods according to Government regulations. 
And finally the banks pursue a policy of credit restriction: not 
only is consumption checked, but also productive investment. 

To all these restrictions we must answer that a deficit in the 
balance of payments is due to a deficit in the balance of saving 
(apart from amortisation, etc., if this is regarded as an item of the 
balance of payment); the amount by which imports, etc., exceed 
exports ++ freight, etc., is equal to the amount by which invest- 
ment exceeds saving. If the amount of saving remains unaltered, 
the consumption of restricted goods will be replaced by the 
consumption of other goods, so that either imports increase in 
other fields or exports decrease. We must therefore consider 
whether these restrictions have any influence on saving. If they 
provide the Treasury with income, this may easily result. If the 
restrictions are directed against goods which it is possible to 
produce in the home country, it is likely that they will stimulate 
employment and, in that way, income and saving also, as is shown 
below. But if the restrictions are directed against goods which 
cannot be produced at home, the result is less marked; the goods 
will only be replaced by home-produced goods of other kinds to a 
lesser extent, while imported goods will fill the gap. 

We are then, in quite a logical way, forced to consider the 
possibility of creating employment by protective tariffs, or a 
combination of public works and tariffs. This combination is also 
considered by Mr. Kahn. When, by means of public works for 
100 mill., we create employment for 400 mill. of which 200 mill. 
goes abroad, then we can retain our balance, if we capture a 
further 200 millions-worth of work from abroad—including the 
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secondary effects of what we capture directly, say 100 mill. We 
do not injure other countries, as they get plus 200 and minus 200 
mill. in their employment; and we have equilibrium in our own 
capital market, for the expected saving of 25 per cent. of the 
200 + 200 mill. of new income will just cover the original invest- 
ment of 100 mill. In this way we lose a great deal of the benefit 
from the international division of labour, but we gain through 
greater employment, and this will probably be the greater at the 
outset. Here we shall probably come up against the objection 
raised by classical theorists : that we cannot improve our balance 
of payments in this way, for if we buy less from other countries, 
they will buy lessfrom us. Thisisso; but the sizes of the increase 
and decrease are not the same; if it is possible to move employ- 
ment from one country to another with a net gain of employment 
as result—and experience proves this to be so—then we have also 
moved incomes, and accordingly saving. And if the balance of 
saving is improved by some millions, the balance’ of payments is 
improved by just as many millions. 

Of course, we must be very careful to select the right trades for 
the tariff; there are some industries which we should be able to 
secure by a tariff of 5 per cent. on the value of their goods, as they 
only lack just that much in order to compete with the imported 
goods; if these goods are sufficient to create direct work for 100 
mill., we do not need more. Should this not be sufficient, we shall 
let these industries keep their 5 per cent. and give another group 
10 per cent., and so on until the 100 mill. are reached. 

However, other combinations (instead of public works for 100 
mill. and captured works for 100 mill.) may be better. If the 
factories in the adjoining trades are not equipped with sufficient 
unemployed or modern machinery for the expansion, they must 
increase their capacity ; this requires new workers and new capital, 
and therefore it will be right to reduce the public works. 

But this policy is also difficult and has great disadvantages. 
Apart from certain trades, where special causes recommend 
protection, the loss in the international division of labour is per- 
manent, whereas the gain in employment is temporary in so far as 
it is likely that the depression will come to an end, sooner or later. 
Therefore we will return to the conclusion, that the best solution is 
activity in all countries; and the second best is the granting of 
credit. 

Thus we have repeatedly reached the conclusion, that if a 
single country does just what is wanted to create employment, it 
will encounter great difficulties, because other countries are less 
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active, or are unwilling to grant credit. The negative policy of 
other countries, therefore, greatly injures the State which tries to 
do the right thing ; it creates psychological infection, and it makes 
the task more difficult. Therefore international co-operation is 
desirable; so it is fortunate that the International Labour Office 
has established a special committee at Geneva to study the 
question, and that this committee is in connection with the Credit 
Problem Committee. A report about ‘ Unemployment and 
Public Works ” was issued in 1931. 

It is very desirable that this Institution should have an in- 
fluence on the policies of the various Governments. In all 
countries there are some parties and classes that are more interested 
in public works than others, and, as this policy is best for the 
whole world, it is most desirable that these parties should get moral 
support from an international institution ; indeed it should become 
a question of honour for all countries to take part in this activity. 

These credit problems should also come under the influence 
of the International Bank at Basel. If activity of a perfectly 
legitimate nature results in an unfavourable balance of payments, 
it will be this bank’s natural function to assist in the organisation 
of short or long term credits on fair terms. 

JENS WARMING 


University of Copenhagen. 
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CERTAIN ASPECTS OF THE ENGLISH CURRENCY 
SYSTEM 


I 


THERE is a convenience in beginning with an elementary 
re-statement of familiar monetary facts. 

In this country there is in existence a practically fixed stock 
of about 400 million of notes printed on paper and some 50 million 
additional minor notes printed on metal. The former are tickets 
issued from the National Cloak Room in acknowledgment (a) of 
the deposit, by the Central Bank and the defunct Currency Notes 
Department, of 271 millions of securities and some 4 millions of 
silver coin, and (b) of the deposit, by all and sundry, during the 
periods of monetary internationalism, of some 31 million ounces 
of gold. Since September 1931 these tickets have ceased to be 
utilisable for the withdrawal of parcels from the Cloak Room; 
though the Central Bank has authority to change one set of 
securities for another, if by so doing it can facilitate its perform- 
ance of its Central Banking functions. The minor notes are 
issued by the National Mint on the principle that this institution 
shall not become a nuisance by turning out too many or too few, 
but aim at keeping their number appropriately proportioned to 
the number of major notes. (When the total of major notes had 
been reduced in the period 1920-8, it wa8S found convenient to 
store, temporarily, a now redundant quantity of metallic notes in 
the National Cloak Room, where they are piaced on the same shelf 
as the 271 millions of securities, and will be available when we 
enter upon our next period of monetary expansion.) 

The predominating element in the national currency consists of 
the deposit issues of the member banks. At the beginning these 
banks appeared, along with the Bank of England, as a group of 
competitive institutions struggling for profits, and for a con- 
siderable period failing, and rightly failing, to gain for their 
privately managed additions to the currency (whether in the form 
of non-legal-tender notes or of deposits) the complete confidence 
attaching to the two legalised sets of notes. Like the Bank of 
England, however, they have now become public concerns, similar 
to the Port of London Authority and the Universities, though 
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continuing in form to compete with one another in much the same . 


gentlemanly fashion that Cambridge adopts in its endeavours to 
hold its own against Oxford. 

The currency that they provide consists of about 1,000 millions 
of circulating deposits (or “‘ current accounts ’’). It is convenient 
to picture these deposits as sheets of coupons carried about by the 
deposit-holders,! one deposit-holder making his payments to 
another by detaching coupons which the other appends to his 
own sheet; though in actual practice the procedure adopted 
assimilates them to registered stock rather than to bearer shares, 
the process of transfer necessitating official investigation and 
endorsement. 

Of these 1,000 millions, some 150 have been sold to the public 
for cash, the ‘ depositors ’’ obtaining them by handing over 150 
millions of the small change provided by the National Cloak Room 
and the Mint. The remainder have been acquired by various 
processes of barter—the “‘ depositor,” for example, handing over 
his own promise to pay £1,050 next year, in exchange for a 
circulating deposit of £1,000, or else surrendering the ownership 
of other people’s promises (including the long-dated promises of 
joint-stock companies and the State) in return for a deposit. It 
is, of course, an illusion to suppose that the public can obtain 
more than a trifling amount of additional deposits by the method 
of purchase—the ‘‘ deposit ’’ of money in the original sense of the 
word—unless the public as a whole is willing to subject itself to 
the inconvenience of always keeping itself unpleasantly short of 
pocket money and till money. 

These convenient substitutes for notes have been taken over 
from the deposit-mantfacturers by the business, professional, and 
rentier sections of the public in quantities conveniently propor- 
tioned to the community’s aggregate holdings of notes, much as 
(at another type of shop) certain customers buy typewriters 
conveniently proportioned in number to the community’s aggre- 
gate holdings of pencils and pens. The convenient proportion of 
typewriters to pens will depend on the community’s total out- 
put of written matter, the proportion of lengthy to scrappy 
jottings, and the proportions between the different types of 
literature produced (poetry, for example, obviously requiring 
something ‘‘ with a gauge and a chopper to see to the length of 
the lines’’). The appropriate proportion between circulating 


1 Owing to the confusion of thought that the word produces in many minds, 
it is much to be regretted that the term ‘‘ depositor ’’ should have come to be 
adopted to describe not the banking manufacturer of the deposit, but the deposit- 
receiver—much as if we referred to a person who buys fish as a fisher. 
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deposits and notes depends on similar considerations, and appears 
to have settled down to a figure of roughly 10 to 3 (the notes 
customarily held by the deposit-manufacturers being for the 
moment ignored). 

An awkward complication that mars the clarity of the scene 
results from the bankers maintaining the quaint practice (dating 
from the days of competitive banking) of allowing rentier deposit- 
holders to deposit their deposits in the vaults of the banks, and to 
claim a sort of blackmailing fee (called deposit “interest ’’) 
exacted under threat of demanding their encashment in notes. 
That this anti-social practice should have been tolerated in the 
period of competitive fear was natural. But its survival to-day 
has in it an element of the grotesque. The fee claimed for non- 
use of deposit currency has, of course, nothing in common with 
interest paid for the use of capital; the type of person who collects 
portions of other person’s deposit-holdings and hands them over 
for safe-keeping to a bank supplies no resources to the banking 
system, and contributes nothing towards its smooth working ; and 
the payment to him of “ interest ” is as preposterous as would be 
a fee given by the monetary authorities to all persons who collect 
notes and sit on them at home, or who send them to the Issue 
Department and the Mint to be kept in safe custody for them 
there—a practice which no doubt would be defended on the ground 
that it enabled the Mint to print more coins and make more profit. 
From the individual banker’s point of view it may seem a reason- 
able insurance premium against the risk of being compelled 
suddenly to sacrifice part of his own holdings of Central Bank 
Deposits in favour of arival bank. But if all banks refused hence- 
forward to pay this weird form of toll—as no doubt they would 
if the amalgamation movement among the banks were to end in 
there being only one Universal Amalgamated Joint Stock Bank— 
the rentier would hardly now take the trouble and risk of exchang- 
ing the deposit for a hoard of notes. Deposit “interest ’”’ is a 
parody on interest payments proper, an internal survival similar 
in its disorganising effects to the survival of reparation payments 
in the international sphere, both of them showing their worst 
features, partly as cause and partly as effect, during a period 
of monetary appreciation. Except by moralists who remain 
obsessed by the idea that abstinence per se is a moral quality 
deserving of economic reward, much as war guilt is an immoral 
quality deserving of economic penalisation, this will hardly be 
contested. 

It is a curious situation that has been allowed to develop. 
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Defacing the notes has been made a misdemeanour. Privately 
producing additions to the two officially recognised note issues is 
a grave criminal offence. But wilful abstraction of the main form 
of currency from monetary use is not merely greeted with applause 
in the handbooks of proverbial wisdom, but actually entitles the 
obstructionist to the receipt of a pension. 

The correct policy for the banks would seem to be to exact 
a small fee in connection with any deposit the average amount 
of which is very high relative to the turnover. If at the same time 
the State opened public safe-deposit institutions into which waste 
deposits (or their equivalent in notes obtained from the banks) 
could be dumped free of charge (but requiring notice of with- 
drawal), and arranged to lend back to the banking system the 
appropriate amount of new currency required to balance the 
currency abstracted, no danger of dislocation from note-hoarding 
could well occur. If the State demanded interest on these loans 
on the same scale as the tribute hitherto received by the deposit- 
holders, the net result would be the equivalent of imposing a 
highly desirable levy, yielding about 20 millions annually, on 
monetary obstructionism. If no interest were charged, or if 
rentier depositors allowed themselves to be mulcted by the banks 
for the safe-keeping of their hoards, the suggested alteration in 
banking practice would enable the banks to lower their customary 
charges for the creation and distribution of circulating deposits 
(perhaps, even, if they thought fit, to assign a bonus instead of a 
“bank charge ”’ to those deposits that were subject to specially 
rapid or specially even turnover), and should therefore be as 
welcome to the active section of the community as to the share- 
holders of the banks.1 Incidentally it might slightly improve the 
position of the London Money Market in dealing with “ bad 
money ” (the foreign-owned portions of the English currency) ; 


1 A slight modification of this proposal would be the institution of a new 
series of Savings Certificates which might be acquired in unlimited amounts by 
individuals and companies, bearing interest at something less than 1 per cent. 
The effect of this, when deposit interest was no longer obtainable from the banks, 
upon the Treasury rates for borrowing, and upon the possibility of War Loan 
conversion, requires no elaboration. (As fast as Public Deposits at the Bank 
of England grew they could be used in the purchase, for cancellation, of War 
Loan,—thus automatically re-building the Bankers’ balances at the Bank, as 
fast as the action of the previously passive deposit holders depleted them.) 

Alternatively, the present limit on public Savings Bank deposits might be 
removed, deposits in excess of the present maximum receiving a nominal rate 
of interest. 

Either of these devices should satisfy the saving person who has an obsession 
in favour of always being sure of having to his credit an undiminished nominal 
capital sum. 
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though movements in the international ownership of parts of the 
currency (often misleadingly described as ‘‘ movements of short 
funds ” from centre to centre) would still continue to produce some 
of their customary effects on the foreign exchange quotations. The 
Central Bank, being now admittedly a public concern, has ceased 
to pay tribute on deposited deposits. Was there any real national 
advantage gained by the temporary abandonment of this principle 
in favour of foreign deposit-owners during the interval (1914-25) 
between the two periods of experimentation with monetary 
internationalism ? 


II 


The total currency is made up of circulating deposits, paper 
notes and metallic notes—resembling pounds, shillings and pence, 
in descending order of importance—and changes in the aggregate 
begin with expansions and contractions of the pounds, the quantity 
of the shillings and the pence being more or less“ mechanically 
adjusted to these expansions and contractions. The possibility 
of any arbitrary expansion of the paper notes in advance of an 
expansion of the deposits is as unlikely as the possibility of the 
Mint expanding the metallic note issue out of proportion to the 
other types of money. 

The total note issue (if pure hoards be ignored) gets distributed 
into: (1) pocket money held by the wage-earning class for all 
types of personal and domestic expenditure, and by the deposit- 
holders for miscellaneous minor expenditure (including relatively 
major expenditures in the holiday seasons when the depositor 
invades unusual types of shop or unfamiliar parts of the country 
where the validity of his circulating deposit is unrecognised) ; 
(2) till money held especially for change-giving purposes in shops 
(including, of course, such places as the railway and theatre 
booking-offices, the travelling tills of *bus-conductors and news- 
boys, and the post offices with their adjacent savings-bank 
departments), and in employers’ offices for minor business expendi- 
tures; and (3) bankers’ till money. 

At the moment of changing ownership, the individual note 
may be business money in the hand of the giver and domestic 
money in the hand of the receiver, or domestic money in the hand 
of the giver and business money in the till of the receiver. Each 
week-end some 30 millions of bankers’ till money becomes for a 
few hours employers’ business money before being transmuted 
into wage-earners’ domestic money; and then, after a short 
interval, reappears as till money in public-houses, cinemas, and 
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other shops, from which it is rapidly passed back to become 
bankers’ till money again. This regular weekly tidal movement 
has its analogue in the annual tidal movement (mentioned in the 
previous paragraph), which is reflected in the Bank of England’s 
December returns. 

The relative proportions of the notes held as shop till money 
and as domestic money must obviously be affected by every 
change in the number of shops and their topographical distribu- 
tion (including their proximity to branch banks holding reserve 
till money), in the number of employees who become deposit- 
holders, in national habits of spending (for example, changes in 
the amount of internal travelling and the types of travel expendi- 
ture), in the mutual courtesy and obligingness of adjacent shop- 
keepers, and in shopkeepers’ habits of credit giving. Similarly, 
the total of bankers’ till money would be affected by changes in 
the number of bank branches and the readiness of nominally rival 
branch establishments to supply one another with notes, as well 
as by all the changes affecting the proportions between shop 
money and domestic cash. 

The three quantities (pocket, shop, and bankers’ till money) 
mutually govern one another, after the fashion in which Marshall’s 
three round bullets at the bottom of an egg-cup mutually control 
one another’s positions. 

Out of all these mutually interacting forces there must emerge 
an indispensable minimum figure for the banking till money. 
The customary total appears to be about 150 millions (probably 
reaching a weekly maximum on Fridays and a minimum on 
Saturdays, and an annual minimum at the Christmas end of the 
year), of which total some 30 to 50 millions may be in the Central 
Bank. 

The shopkeeper requires miscellaneous till money in order to 
give change to the customer who presents a large note when 
making a small purchase. The banker requires till money because 
he is under a contractual obligation always to give on demand 
change in the form of notes in return for deposit certificates brought 
in (for destruction) by deposit-holders or their nominees. The 
main purpose in either case is the necessity of avoiding inconveni- 
ence to the shop’s customer or the bank’s client. Unless there is a 
serious possibility of violent change in the currency habits, not of 
the individual erratic client, but of the community (such as 
necessitated the moratorium decrees of August 1914), the till 
money serves no further purpose. 

Each member bank, however, combines together in a single 
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statement its individual holdings of till money with its holding 
of deposits created by the Central Bank; and the Central Bank 
has a very fluctuating holding of till money. From the figures 
published in the Macmillan Committee’s Report, this seems to be 
due to the mechanical way in which the member banks keep their 
monthly averages almost absolutely stationary, their branches 
serving as passive channels through which the Central Bank 
seasonally pours out and receives back the notes that members 
of the general public periodically insist on handling. 

The bankers’ holdings of Central Bank deposits are required 
for clearing-house purposes, 7.e. for the mutual convenience of the 
banks in their dealings with one another. Once the average 
amount of these for each separate bank has been established, any 
change arbitrarily made by one must produce effects on. the 
operations of the other four. Thus if one of them reduces its 
“reserve proportion ”’ (i.e. decides to expand its issue of deposits 
without waiting for an expansion of its “ balance at the Bank ’’), 
it not merely inflates the total of the national currency, but 
increases the Central Bank balances of the associated banks in 
proportions similar to that ultimately reached by itself, so that 
all alike are enabled to work on a slightly enlarged scale and to 
claim the applause of their shareholders for gaining enlarged 
profits. It is perhaps an advantage of the system, making for 
currency stability, that gloomy views held by the heads of one 
bank (as shown, for instance, by an unwillingness in a period of 
trade depression to issue deposits to its shareholders in the form 
of dividends) may be partially counteracted by the less dyspeptic 
views of the heads of another. 

The inference would seem to be that no member bank should 
be permitted of its own initiative to increase or diminish the 
figures of Central Bank deposits and of current accounts that it 
has once chosen to establish. Whether its proportions are the 
same as, or different from, its neighbours’ seems to be a matter 
of little importance ; and whether the combined percentage figure 
of the five banks is large or small seems also to be a matter of 
indifference, since one established price level is as good as another 
once it has been unmistakably firmly established (account, of 
course, being taken of the periods within which, and relating to 
which, the bulk of existing debt contracts has been entered upon). 
If the combined percentage figure is reduced below its present 
level, the accompanying expansion of deposits would require an 
expansion of the note issue ; and unless this expansion of the notes 
could take the form of an increase in the metallic portion of the 
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issue (by the adoption, say, of Professor Cannan’s suggestion of 
the minting of metallic notes in denominations overlapping the 
lower denominations of paper notes), the foreigner would perceive 
that we were committing the crime of “ inflating,” with the usual 
effects on the external valuation of sterling. 

In all such matters, the banks being now public concerns, 
the personal interests of shareholders are as irrelevant as the 
personal interests of the proprietors of the Bank of England are 
now admitted to be at the meetings of the Bank Court. 

Since the till money is not required for inter-bank settlements, 
and the Central Bank deposits are not held for the convenience of 
deposit-holders, it is strange that the regulation of these two totals 
should continue to be treated as a single problem under the mis- 
leading title of “ bank reserves.” (Indeed, the former might be 
as appropriately denominated the “reserve” of the shopping 
system as a “reserve ” of the banking system.) The era of com- 
petitive banking having passed, neither of these ‘‘ reserves ”’ serves 
any purpose as a means of preventing the “failure ” of banks. 
The banks are debarred from experiencing the thrills of failure 
by the insistence of the business community on having deposit 
currency for the settlement of a certain proportion of its trade 
transactions, and by a tacit agreement that our deposits are an 
integral part of the monetary system. If the clearing-house 
claims of a creditor bank on a debtor bank could not be met, the 
creditor bank would instinctively behave as generously as if the 
debtor bank were a heavily overdrawn and temporarily embarrassed 
joint-stock company whose failure would dislocate business over 
wide circles. For the failure of one bank would involve the failure 
of all, and the banks could therefore be depended upon to ignore 
the claims of competitiveness and present a united front in the 
unthinkable contingency of one of them being threatened by any 
form of public panic. At the worst, a bank that found itself on 
the point of upsetting the whole system by allowing its share of 
the total of Central Bank deposits to fall to zero 1 would probably 
be compulsorily absorbed by the other four, its shareholders 
impoverished by the drastic writing down of their shares, and the 
directors subjected to the extreme penalty of a life-sentence of 
public ignominy; but without its deposit issues losing their 
validity. For politicians could be depended upon to accept 
meekly any legislation put forward by the bankers as necessary 


1 Seeing that distrustful deposit-holders would have no motive for increasing 
their holdings of notes, but would rather open accounts at neighbouring branches 
of other banks, transferring their funds by cheque, it would practically be only 
at the last stage that there would be any raids on the till money. 
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for the salvation of the system, even as they responded with 
submissive promptitude to the S.0.S. thrown out by the Central 
Bank last summer. 

Unless the word “ failure” can be stretched to cover such 
experiences as that which befell the Central Bank in September, 
English banks, being public concerns, cannot fail, except in the 
limited sense in which a shopkeeper may be said to have “ failed ”’ 
if he accidentally allows his till to run dry. When the next 
Labour Government amalgamates the Central Bank with all the 
other banks in order to establish the People’s Universal Provider 
of Capital (Unlimited), the “reserves ”’ will be clearly seen to 
consist merely of money in bearer form held for the convenience 
of those who prefer to have it temporarily in this shape rather than 
as registered stock;1 and the word “ reserve ” will probably be 
dropped out of use as a misnomer. 

The conclusion seems to be that there is an indispensable till 
money proportion forced upon the banks by the habits of the 
community, and an indispensable Central Bank money proportion 
forced upon each of the banks by the habits of the other banks. 
And it seems right that the bank authorities should adopt conven- 
tional figures well above these indispensable minima; for the 
banks share with the Mint and the Issue Department the task of 
ensuring the genuineness of our total currency. And as long as 
our two note issues cost as little as they do to manufacture, there 
would be no appreciable waste if the bankers raised their con- 
ventional reserve proportion to several times its present figure 
(provided, of course, that this were done by the central authorities 
expanding the notes and not by the banks contracting their 
deposit issues). 

As regards the 900 tons of the Sacred Metal that, in all rever- 
ence, we have laid before the Central Altar of the Gods that watch 
over national prosperity, it would seem rash to make any serious 
change, lest the light of their countenances should be turned from 
us. But the amount of our oblation is probably sufficient what- 
ever developments our currency system may undergo. This, 
however, is a matter that it is perhaps more becoming for economic 


1 Perhaps it was some such idea as this that led the Issue Department to print 
on those useful green oblongs: ‘‘ Promise to pay the Bearer One Pound.” The 
only kind of pound (other than another green promise to pay another pound) that 
the Bank is entitled to hand over (except for less than three notes presented at 
one time) seems to be one pound of registered-stock money. Has any one had the 
courage to test this possibility by proposing at the Bank’s counter to open a 
current account for £1? (‘‘ How will you take it, Sir?” ‘Fifteen shillings in 
registered-stock money, please ; and the rest in silver’). 
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investigators to refer to the theologians than to attempt themselves 
to decide. 


The Engltsh currency system has grown up as an outcome of 
English domestic and business habits, the banks acquiescing, and 
adjusting themselves to the public convenience by keeping their 
appropriate share of bearer money and creating the appropriate 
volume of registered-stock money, so that the fundamental English 
proportion of 10 to 3 should not be interfered with by any arbitrary 
action on their part. 

In America a fairly similar set of customs appears to have 
precariously established itself, but the currency system seems still 
to be in the adolescent phase of suffering spasmodic attacks of 
loss of deposits. In Europe the proportion that the total of bearer 
money bears to the total of deposit money varies from country 
to country, but in general reaches a figure which to English eyes 
is large; and there is always the possibility of evolution in the 
direction of higher or lower figures. France, in spite of its being 
a country of considerable economic strength, appears to have 
developed a morbid bias in favour of hoarding bearer money : 
a unique combination of national characteristics, which enables 
the French to divert any international money from its economic 
function of serving as a measure of value to use as a diplomatic 
weapon. Asia still persists in hoarding silver and gold, though 
it may come to develop along different lines, ceasing in monetary, 
as in other matters, to be ‘“‘ the unchanging East.’’! 


1 What constitutes the international offence of ‘‘ sitting on gold’”’? Does 
the charge refer to (a) what a country ordinarily does, or (b) what it does during 
a period of appreciating gold? Are we to compare the total gold held in the 
delinquent country with that held in others; modifying the charge by reference 
either to (1) the country’s population, or (2) the total volume of money work 
done within the country, or (3) the volume of international money work with 
which this country’s monetary system is specially concerned? The gold holding 
of the country, moreover, may be divided into: (I) gold held by its banking 
system, either (a) in accordance with the laws imposed by the community, or 
(6) customarily in excess of legal requirements; (II) private hoards of gold 
(including gold plate, etc., the value of which only slightly exceeds the value 
of its metallic contents, so that the hoarder thinks of it as potential money); 
and (III) utilitarian holdings, such as dental gold and other works of art in 
which the workmanship accounts for a large percentage of the value. (Dental 
gold in cemeteries—possibly not negligible in America—and hoarded gold certifi- 
cates are difficult to classify.) We need also to ask (though this is almost a 
restatement of our first question) whether it matters what a community’s laws 
and customs are, provided they are stable; or whether the gravamen of the 
charge is the instability of its conduct, disappointing the legitimate expectations 
of other countries by unheralded changes in its banking and currency laws or 
by its changeableness as regards hoarding and dishoarding during periods of 
monetary appreciation and depreciation. 
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These contrasts need to be borne in mind if the present period 
of monetary calm should come to be disturbed by renewed agita- 
tion in favour of our entering again into equal partnership with 
other countries and agreeing to regulate our national monetary 
requirements in accordance with the vagaries of a standard 
subjected to all sorts of incalculable currency developments 
abroad. Is it going too far to assert that no country that has 
failed to maintain for several successive decades a currency system 
capable of reasonable predictability of behaviour can safely be 
taken into equal partnership by a nation desiring a quiet life ? 

No doubt the absence of internationalism means the existence 
of fluctuating exchanges; and the business man who has once 
become habituated to the simplification of his accountancy that 
artificially stabilised exchanges bring with them is naturally 
irritated at the renewal of “instability.” But would he pro- 
test so strenuously if he realised that a large part of his diffi- 
culties in dealing with bank managers—the instability-of their 
attitude towards his requests for accommodation, and the in- 
stability of their views as to what constitutes a fair banking 
charge—has been due to their concurring in his desire for simplified 
foreign-exchange arithmetic ? 

No doubt there are national advantages in our having a 
smoothly working international money market situated in London. 
But may not these be over-estimated by the experts who have 
given evidence before the Macmillan Commission? Certainly 
the direct loss that would be incurred if we did without all the 
imports obtained by the export of money-market services would 
be easily outweighed by the damage done to the national dividend 
by the loss of the output of that part of our resources (especially 
labour resources) that were continually finding themselves 
immobilised by the requirements of monetary internationalism. 
There seem to be sufficient non-monetary forces always present to 
endanger the continuance of any happy period of economic 
prosperity and progress. Must we solemnly consider any pro- 
posal that we should add to the burdens on our shoulders by 
declaring ourselves prepared (as in the American crisis of 1907) 
to upset our monetary system and check our production of wealth 
in order altruistically to come to the assistance of floundering 
currency systems abroad ? 

In my opinion—for what it is worth—the recurrent monetary 
crises of the greater part of the nineteenth century, accompanying 
(partly as cause, and partly as effect) the unavoidable periods of 
mal-investment that belong to every era of rapid economic develop- 
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ment, were largely an outcome of the difficulties attaching to the 
evolution from an Al Capone phase of competitive banking to 
the modern phase of co-operating public concerns,—from a turn- 
pike road era to the era of a National Road Fund. In the last 
thirty years before the Great War the international standard no 
doubt worked reasonably well; though the rising importance of 
America (as shown by the crash of 1907) was gradually beginning 
to threaten its suitability as our future measuring rod for contracts. 
The weakening of our relative position in the world since 1914 has 
made a permanent return to it impossible. 


LEoNARD ALSTON 


MONEY AND CAPITAL: A REPLY 


1. WirH an article devoted to a critical discussion of my 
Prices and Production, Mr. Sraffa has recently entered the arena 
of monetary controversy.1_ There is no denying the fact that 
reviewing books on money, at a time when monetary theory is in 
a state of violent fermentation, is not an easy, and perhaps not 
even a pleasant, task. I can easily understand Mr. Sraffa being a 
little upset at having spent so much time on a work from which 
he has obviously derived no profit and which appears to him 
merely to add to the prevailing confusion of thought on the 
subject. But it seems to me that, in expressing indignation 
without making his own position quite clear, he has run the risk 
of doing himself less than justice and of taking up a position which 
is, to say the least, somewhat confused. I am not anxious to 
indulge in controversy for its own sake. But it seems to me that, 
in replying to Mr. Sraffa’s strictures, I may be able, not only to 
defend myself against what appear to me to be needless misunder- 
standings, but also to make clearer certain matters which do 
present, to use Mr. Robertson’s phrase, “ appalling intellectual 
difficulty.” Hence I have asked the Editors of this JouRNAL to 
give me space for reply. 

Mr. Sraffa objects that I tried to say too much in four lectures, 
but his criticism really demands that I should have said a great 
deal more. In fact, many of his objections concern points which 
are implied rather than specifically developed in Prices and 
Production, this being partly due to the fact that I had discussed 
them in some detail elsewhere and partly to the fact that I thought 
that they must be sufficiently clear to an economist without 
further elaboration. In a short reply it is obviously impossible 
to discuss the relation between the general theory of equilibrium 
and the theory of money—one of the points on which Mr. Sraffa 
disagrees with my method of approach. Fortunately, however, a 
translation of my earlier treatment? of these prolegomena to a 
discussion of the réle of money in the theory of industrial fluctua- 

1 See his article, Dr. Hayek on Moncey and Capital, Economic Journat, Vol. 
XLII, No. 165, March 1932, pp. 42 et seg.; Vol. XLII, No. 165, March 1932, pp. 


42 et seq. 
2 Geldtheorie und Konjunkturtheorie, Vienna 1929. 
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tions has just been completed, and will be published before very 
long; so that I hope I may be permitted to refer Mr. Sraffa to this 
book for a reply to his methodological criticisms, and to ask him 
to return to the points which I do not discuss here should he still 
feel dissatisfied. 

If he does so, I should also like to ask him to define his own 
attitude to these problems more clearly than he has yet done. 
From his article one gains the impression that his attitude is a 
curious mixture of, on the one hand, an extreme theoretical 
nihilism which denies that existing theories of equilibrium provide 
any useful description of the non-monetary forces at work; and, 
on the other hand, of an ultra-conservatism which resents any 
attempt to show that the differences between a monetary and a 
non-monetary economy are not only, and not even mainly, “‘ those 
characteristics which are set forth at the beginning of every text- 
book on money.” I am, however, not quite sure whether Mr. 
Sraffa has perceived that the refutation of this idea is one of the 
central theses of my book. What he certainly has not seen— 
though I should have thought that this was a rather obvious 
point—is where the essential differences between a monetary and 
a non-monetary economy are to be sought. I have been assuming 
that the body of existing pure economic theory demonstrates that, 
so long as we neglect monetary factors, there is an inherent 
tendency towards an equilibrium of the economic system; and 
what I tried to do in Prices and Production, and in certain earlier 
publications, was to show that monetary factors may bring about 
a kind of disequilibrium in the economic system—which could not 
be explained without recourse to these monetary factors. I do 
not quite understand whether Mr. Sraffa thinks that, in order to 
show this, it would have been necessary first to re-state the whole 
of equilibrium economics. I thought that this was not only 
impossible within the limits of a small book, but also quite 
unnecessary. 

Mr. Sraffa’s suggestion that I am surreptitiously shifting my 
position from the theoretical analysis of “‘ neutral” money to the 
defence of one particular maxim of monetary policy is entirely due 
to his misunderstanding of this point (p. 43). I am, indeed, 
assuming that it is generally thought desirable to avert any 
developments which lead the system away from an equilibrium 
position, and which, therefore, make a revulsion inevitable sooner 
or later. But there is no justification for the suggestion that, 
after this, my exposition illegitimately takes certain aims of 
economic policy for granted—which I assume “ will be found 
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desirable by every right-thinking person.’”’ However, I must not 
devote too much space to these general methodological questions, 
but must turn now to Mr. Sraffa’s criticism of more specific points 
in my theory. 

2. It is against two cardinal points in my theory that Mr. 
Sraffa directs most of his criticism: one being the concept of a 
money rate of interest which is different from the “‘ equilibrium ” 
rate—a concept which it has in common with the theories of a 
number of other contemporary writers—the other being the 
tendency for capital accumulated by “forced saving ” to be, at 
least partly, dissipated as soon as the cause of the “‘ forced saving ”’ 
disappears. This latter point is, in a certain sense, a peculiar 
characteristic of my own theory of the credit cycle, since it has, so 
far as I know, never been as explicitly stated before; and it is 
upon the truth of this point that my theory stands or falls. 
Following the order of Mr. Sraffa’s criticism, I shall deal with this 
latter point first. on 

Before it is possible to reach the central point, however, it will 
be necessary to discuss two closely related questions which are 
essential to the understanding of the main problem—in spite of 
the fact that Mr. Sraffa considers them to belong to the “ pre- 
liminaries ” which he thinks “so utterly irrelevant” that he 
relegates them to two footnotes (pp. 45, 46). In Prices and 
Production I have used the concept of the proportion between the 
demand for consumers’ goods and the demand for producers’ goods 
in two senses—a “‘ real”? and a monetary one. This procedure was 
justified by a special simplifying assumption, on which the greater 
part of the argument was based, and which made the two pro- 
portions identical. In the real sense, the concept of this propor- 
tion corresponds! to the concept of the average investment 
period, as is easily seen when we regard all goods and services 
which are already within a unit period of time of becoming ripe 
for consumption, as consumers’ goods; and all other unfinished 
goods and services as producers’ goods. Then the proportion 
between the amount of consumers’ goods and the amount of 
producers’ goods existing at a moment of time (required in order 
to continue production by the same method) will correspond 
(except for a small difference which stands in a definite relationship 
to the arbitrary unit period chosen) to the average investment 


1 This is strictly true only if the proportion is expressed not as a simple 
algebraical expression, but as a differential quotient of the function expressing 
the rate at which the original factors are applied during the production period. 
Cf. the German edition of the book in question : Preise und Produktion, Vienna 
1931, p. 39. 
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period measured in the same units. The proportion between the 
demand for both types of goods and services, as exercised in the 
form of money offered for them, will correspond to the real pro- 
portion only under the special assumption made for convenience 
of exposition in the earlier parts of Prices and Production, viz. that 
all goods and services used in the process of production are 
exchanged against money every time they advance one unit period 
of time nearer to the consumption stage. That this is a case 
which is hardly ever likely to occur in the real world is obvious 
from the fact that it could never occur where any of the durable 
goods used last for more than one unit period of time. And I 
think that I have amply indicated in Prices and Production that, 
in the real world, the monetary proportion will be very different 
from the real proportion. 

But the first essential point which Mr. Sraffa seems to have 
overlooked is that there is some relation between the monetary 
and the real proportion in the sense that a change in the former will 
tend to bring about a like change in the latter. Of the fact that, 
when once this simplifying assumption, made in the earlier part 
of Prices and Production, is dropped, this relation becomes 
extremely complex, nobody could be more conscious than I am. 
But how Mr. Sraffa, in view of the discussion of this point on 
pp. 104-6 of Prices and Production, could suggest that I have 
overlooked it, is beyond my comprehension. In any case, it is 
the demand as expressed in money which determines the prices of 
goods in the successive stages of production, and it is these relative 
prices which determine the physical quantities of goods directed 
to the several stages. 

The second essential point on which Mr. Sraffa has obviously 
misunderstood me concerns the reasons why these proportions 
(in the first instance the monetary proportion—which will lead 
to a similar change in the real proportion) may alter. The 
monetary proportion (for the system as a whole) is the proportion 
between the sum of theamounts spent by individuals on consumers’ 
goods and the sum of the amounts spent by them on producers’ 
goods; and it may therefore alter either in consequence of a change 
in the proportion of their income which individuals devote to each 
of these objects of expenditure, or in consequence of a change in 
the relative amount which the different individuals have to divide, 


1 Cf. pp. 42, 63, 105. I should like to take this opportunity of particularly 
stressing the importance of the qualifications introduced in lecture IV of Prices 
and Production which Mr. Sraffa has entirely neglected ; for, if these qualifications 
are overlooked, the argument of the earlier lectures, which was based on highly 
simplified assumptions, must of necessity seem somewhat unrealistic. 
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i.e. a change in the distribution of purchasing power. Mr. Sraffa 
must have overlooked this when he accused me of making con- 
tradictory statements in connection with the question as to whether 
it is the decisions of entrepreneurs or those of consumers (or both) 
which determine the changes in the proportion (p. 45 .). In fact, 
of course, entrepreneurs are also consumers—though not all 
consumers are entrepreneurs—and individuals of both groups may 
change their proportions! (by saving or consuming capital) ; 
but the social proportion may be affected not only by the decisions 
of individuals, but also by changes in the buying power of different 
groups of individuals—due to additions of new money. Now the 
essential point to note here is that the additional money is, in the 
normal course of things, lent to somebody who, at that lower rate 
of interest, is willing to invest more money than before—and to. 
borrow for this purpose.2 As I think I have sufficiently 
emphasised in Prices and Production (cf. e.g. p. 11), it is the fact 
that, when additional money is lent at interest to the -highest 
bidder we are able to draw certain general conclusions as to where 
it will be used, which enables us to analyse the effects of the 
increase of money beyond mere generalities. If it is used—and 
in this case there is every likelihood that it will be so used—to 
purchase more producers’ goods, a further train of effects will 
inevitably follow, which may be summarised as temporary forced 
saving, with a subsequent destruction of at least part of the 
capital so accumulated; or as a misdirection of production with 
a consequent crisis. 

3. To simplify matters for the analysis of the process of 
“ forced saving,” it is expedient to start from a situation where 
no new savings are accumulated and where, therefore, the pro- 
portion is entirely determined by what is necessary to maintain 
the existing capital. This means that persons who possess capital 


1 I do not understand why Mr. Sraffa should suggest that a consumer who is 
not an entrepreneur will not affect the proportion between the demand for con- 
sumers’ goods and the demand for producers’ good by his decision to save. It 
is certain that when he invests his savings by lending them out at interest he is 
instrumental in directing part of his money income to the purchase of producers’ 
goods, without himself becoming an entrepreneur. 

2 T do not suggest, and my argument does not rest on the assumption, as Mr. 
Sraffa believes, that the banks have “‘ the power to settle the way in which 
money is spent’ (p. 49). The only essential assumption which I actually make 
is that money lent at interest will normally, for the reasons discussed in the text, 
go to the purchase of producers’ goods. It is, however, possible that the loans 
are made in such a way that they are used to increase the demand for consumers’ 
goods; e.g. when they are made to the government in order to increase the 
salaries of civil servants. That I do discuss the case of consumers’ credits separ- 
ately is due to the fact that it has actually been suggested that we should ‘“‘ main- 
tain purchasing power ”’ by financing consumption in this way. 

No. 166.—vou. R 
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must consume only their netincomefrom that capital, and re-invest 
such parts of their gross receipts as are necessary to keep the 
capital intact. Nowif, through a relative lowering of the money 
rate of interest, people who find it profitable to invest at that rate 
borrow additional money from the banks (i.e. money which has 
not been saved but which is the product of credit expansion), then 
the proportion of expenditure on producers’ goods to the expendi- 
ture on consumption goods will be raised, prices of producers’ 
goods will rise and their production will increase relative to that 
of consumers’ goods. 

Every individual entrepreneur can increase his real capital 
only by spending more on capital goods and less on labour 4 used 
in current: production (or, what amounts to the same thing, more 
on labour which is invested for a relatively long period). He can, 
however, spend more on capital goods than on wages only so long 
as wages have not risen in proportion to the additional money 
which has become available for investment. Ultimately, incomes 
must rise in that proportion, since even the money used for the 
purchase of new capital goods must ultimately be paid out to the 
factors which make these new capital goods.2, But they will rise 
to the full extent only when all the new money has passed back- 
wards through the successive stages of production until it is finally 
paid out to the factors. There will, therefore, always be a con- 
siderable lag between the increase in the money used for pro- 
ductive purposes and the corresponding increase in the incomes of 
the factors—and consequent increase in the demand for con- 
sumers’ goods. And, so long as money keeps on increasing (and 
for some time afterwards—because of this lag), the demand for 
producers’ goods will be increased relative to the demand for con- 
sumers’ goods. But as the effect of this rise in wages is no longer 
compensated by new money becoming available for investment, 
a point must come when the proportion of his money receipts 
which is left to every individual entrepreneur to spend on capital 
goods is no greater than before. 

This is modified only to the extent that entrepreneurs may not 
consume part of the extra profit made during that period, but may 
invest it. In such a case, the shift of incomes from a class less 
inclined to save to a class more so inclined will ultimately have 
produced some real saving. But, as Mr. Sraffa rightly remarks, 
it is not necessarily true that the persons who now possess more 


1 The term “‘ wages ”’ is used throughout this discussion as a short term for 
the remuneration of all the original factors of production used. 

2 Except for such amounts as may be absorbed in cash holdings in any addi- 
tional stages of production. 
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capital will, in consequence, get a greater proportion of the total 
real income (p. 47 n.), and, in any case, the effect of this can hardly 
ever be sufficient to prevent any increase in the relative demand for 
consumers’ goods. 

Now, before wages rose in proportion to the increase in money 
(and, therefore, all the time when money kept on increasing at a 
constant or increasing rate), although the increased amount of 
money capital in the hands of entrepreneurs had put them in a 
position to buy (or produce) more capital goods than before, and 
so to increase their equipment and stocks; yet as soon as the 
competition of entrepreneurs for the factors of production has 
driven up wages in proportion to the increase in money, and no 
additional credits are forthcoming, the proportion which they are 
able to spend on capital goods must fall. This means, however, 
not only that they must stop adding to the existing capital, but 
also that they will be unable to maintain and replace all the 
capital which is the product of the forced saving? Except in so 
far as they are able, and find it profitable, to make up for this at 
the expense of their own increased income (see above, p. 242), they 
will be able to replace their capital only at the same rate as before 
the forced saving took place, and their capital will, therefore, be 
gradually worn down to something approaching its former state. 

To describe in detail the process by which the additional 
capital is consumed would be a lengthy task, which I hope to 
undertake soon in another place. Here it must suffice to point out 
that if entrepreneurs in one stage of production find it impossible 
or unprofitable to replace e.g. their machines, then this will cause 
the capital instruments which are devoted to the production of 
these machines to lose their value. That the physical quantity 
of these capital goods will, for some time, continue to exist 
unchanged does not mean that their owners have not lost the 
greater part, or all, of their capital. It is of very little use for the 
machine manufacturer to hold on tight to his capital goods when 
the producer who used to buy the machines is either unable, or 
finds it unprofitable at the higher rate of interest, to do so now. 
Whether he likes it or not, the actions of other people have 
destroyed his capital.+ 

It is a surprisingly superficial objection to this analysis to say 
simply that “‘ one class has, for a time, robbed another class of a 
part of their incomes; and has saved the plunder. When the 


1 He does not, of course, necessarily lose all of it. So far as he has definitely 
committed his capital to the purpose in question, he will write off part of it and 
will go on producing and selling below cost, thus transferring part of the loss to 
his competitors who, perhaps, have not profited from the inflation. 
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robbery comes to an end, it is clear that the victims cannot 
possibly consume the capital which is now well out of their reach ” 
(Mr. Sraffa, p. 48). Is Mr. Sraffa really unfamiliar with the fact 
that capital sometimes falls in value because the running costs of 
the plant have risen; or does he belong to the sect which believes 
in curing such a situation by stimulating consumption? And 
would he really deny that, by a sudden relative increase in the 
demand for consumers’ goods, capital may be destroyed against the 
will of its owners? Surely the case which we are discussing is just 
the same : as incomes rise in consequence of the preceding credit 
expansion and the mass of consumers, who under our assumption 
spend all their income on consumption goods, increase their 
expenditure accordingly, while the money available for investment 
in capital goods does not increase any longer, the value of some 
capital goods produced under the inducement of a relatively stronger 
demand for such goods will fall below their cost of production. 

It is difficult to understand why Mr. Sraffa thinks that it is 
a contradiction to say that an inflation for productive purposes 
will cause little permanent } increase of capital, while an inflation 
for consumptive purposes will actually cause a consumption of 
capital. The fact is simply this, that any increase of incomes used 
for consumptive purposes relatively to the sums available for 
productive purposes, will tend to decrease the “ purchasing 
power” of these sums (i.e. the purchasing power of money- 
capital); and that, whereas in the former case, where the relative 
rise of incomes follows only a preceding relative rise in the demand 
for capital goods, only part of the capital created by the inflation 
is destroyed again, in the latter case, the destruction of capital is 
not offset by any preceding gain. 

Finally, Mr. Sraffa levels against this part of my argument 
the further objection that ‘if the banks increased the circulation 
but apportioned the additional money between consumers’ and 
producers’ credits so as not to disturb the initial proportions, 
nothing would happen ” (p. 48). I wonder whether this curious 
*‘ objection ” is not the product of an unconscious recollection 
from the German edition of Prices and Production, of which Mr. 
Sraffa has made so ingenious a use at the end of his article. There I 
have stated explicitly that a stabilisation of incomes ‘“ without 
causing a misdirection of production, could be effectual only if it 
were possible to inject the additional quantities of money, required 

1 T have, of course, never said, as Mr. Sraffa suggests here—thus contradicting 


his earlier, more correct, interpretation—that the banks cannot cause any 
accumulation of capital, 
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for that purpose, into the economic system in such a way that no 
change in the proportion between the demand for consumers’ 
goods and the demand for producers’ goods would be brought 
about.” 1 In any case, I welcome Mr. Sraffa’s endorsement of 
one of the obvious corollaries of my theory of the influence of the 
money stream on the structure of production. But if he accepts 
this, how can he reject the other corollary, that if the increase in 
circulation is not so distributed then changes in the time structure 
will result? And how can he ignore the fact that an expansion 
of credit via the Bank Rate mechanism will not “ apportion the 
additional money between consumers and producers so as not to 
disturb the initial proportions,” but will certainly favour the 
“higher ” stages at the expense of the “ lower ” ? ? 

4, I have occupied a relatively large amount of space in 
demonstrating the way in which at least part of the forced savings 
are lost because, as I have already stated, this point seems to me 
to be the most fundamental. I can, however, deal much more 
briefly with the second main point raised by Mr. Sraffa, since his 
confusion here must have been obvious to most readers. Mr. 
Sraffa denies that the possibility of a divergence between the 
equilibrium rate of interest and the actual rate is a peculiar 
characteristic of a money economy. And he thinks that “ if 
money did not exist, and loans were made in terms of all sorts of 
commodities, there would be a single rate which satisfies the 
conditions of equilibrium, but there might, at any moment, be as 
many ‘ natural ’ rates of interest as there are commodities, though 
they would not be ‘ equilibrium ’ rates ” (p. 49). I think it would 
be truer to say that, in this situation, there would be no single rate 
which, applied to all commodities, would satisfy the conditions of 
equilibrium rates, but there might, at any moment, be as many 
“ natural ”’ rates of interest as there are commodities, all of which 
would be equilibrium rates ; and which would all be the combined 
result of the factors affecting the present and future supply of the 
individual commodities, and of the factors usually regarded as 
determining the rate of interest. There can, for example, be very 
little doubt that the “natural” rate of interest on a loan of 
strawberries from July to January will even be negative, while for 
loans of most other commodities over the same period it will be 
positive. 

The inter-relation between these different rates of interest is 


1 Preise und Produktion, Vienna 1931, p. 100. 
2 That the second case which Mr. Sraffa mentions in this connection (pp. 
48-9) is not analogous to a case of inflation, but to a case of saving will, I think, 
be obvious. Certainly, a man who repays a consumer’s credit performs saving. 
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far too complicated to allow of detailed discussion within the 
compass of this reply. It becomes particularly complex when we 
take into account the fact that—as Mr. Sraffa points out—any 
single one of these rates may be out of equilibrium, just as any 
price may be out of equilibrium. But the only essential point at 
issue here is whether the fact that any of these “ natural ” rates, 
in terms of a single commodity, may be out of equilibrium in 
consequence of a disparity between the supply of and demand for 
this particular commodity can have effects which are anything 
like those of a divergence between the actual money rate and the 
equilibrium rate which is due to an increase in the quantity of 
money. I certainly believe that it is possible in this case to change 
“ artificially ” the rate of interest in a sense in which this (with 
the exception of one particular case which J shall mention) cannot 
be said of any commodity. 

Let us take Mr. Sraffa’s case in which the farmers “ arbitrarily 
changed ”’ the quantity of wheat produced—which I understand, 
from what follows, to mean that they, for example, so increased 
the supply of wheat that its price fell below its cost of production 
and, as a consequence of its temporary abundance, loans of wheat 
were made at a much lower rate of interest than loans of other 
commodities. But would that fall in the rate of interest on wheat- 
loans cause anyone to start round-about processes of production 
for which the available subsistence fund is not sufficient? There 
is no reason whatever to assume this. In so far as people live on 
wheat, they will actually be provided with food for a longer 
period ; and in so far as the lower price of wheat will induce people 
to eat more of it—instead of something else—these other goods 
will also be available for a longer period of time, and interest in 
terms of these goods will also fall. The effects will be just the 
same as if a corresponding amount of wheat had been saved, and 
when, as a consequence of the fall in the price of wheat, its output 
falls again, the accumulation of capital made possible by the 
surplus of wheat will simply cease.+ 

The case would, however, be different if the actual supply of 
wheat were not changed, but if, under the mistaken impression 
that the supply of wheat would greatly increase, wheat dealers 
sold short greater quantities of future wheat than they will actually 
be able to supply. This is the only case I can think of where, in 
a barter economy, anything corresponding to the deviation of the 


1 That large fluctuations in the rate of saving may have effects similar to 
those of changes in the quantity of money, I have already pointed out in Geld- 
theorie und Konjunkturtheorie, p. 120. 
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money rate from the equilibrium rate could possibly occur. And 
if we assume that, in the community where this happens, wheat is 
the most important consumption good, then the consequences 
might be similar to those which occur when the money rate is 
below the equilibrium rate. The relatively low price at which 
(e.g. in terms of machines) consumers’ goods are offered for the 
immediate future wil], in this case, make it worth while to secure 
sufficient supplies of them to start longer processes of production. 
But a time must come when the error is noticed, prices of con- 
sumers’ goods rise, and it becomes obvious that it is not possible 
to wait as long as had at first seemed practicable for the product 
of the investment. Although I am tempted to follow this example 
further, I must leave it here, and trust that this sketchy outline 
will be sufficient to show the main differences between this and the 
former case. 

If we generalise this second case, and assume that it is not the 
promise of a particular kind of consumers’ good, but the claim on 
present goods in general which is offered in exchange for promises 
of future goods in excess of present goods available for that 
purpose, then we have the case of an increase of money by means 
of additional loans for investment purposes. Investment will 
exceed saving; 4.e. processes of production will be started which 
will be longer than is justified by the available subsistence fund, 
and which must, therefore, be discontinued as soon as consumers 
in general are no longer “ robbed ” by means of more and more 
issues of new money. The further effects of such a process have 
already been discussed in the preceding section. 

Mr. Sraffa, it appears, sees no reason why the demand for new 
capital should be limited to the amount provided by saving, and 
he obviously sees only one reason why the rate of interest should 
not be Jowered to zero—viz. the danger of a general rise of prices. 
But this is not surprising as coming from an author who considers 
a discussion of the real aspects of the capitalistic structure of 
production as being “ utterly irrelevant”’ to the problems of 
money and inflation. 

5. So far, Mr. Sraffa’s criticisms, although they seem to me 
to be based upon a misconception of the problems at issue, are 
fairly intelligible. But in the last paragraphs of his article he 
adds some remarks which I confess I find it more difficult to 
follow. They begin with the paragraph at the bottom of p. 52, 
where Mr. Sraffa tries to make use of the fact that, at one part of 
my exposition, I use—for want of a better expression—the phrase 
“ supply of real capital” for that part of the total money stream 
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available for investment which comes from real sources (saving or 
the amortisation of existing capital), and not from additional 
credits, in order to prove that I confound, or define as synonymous, 
real capital and money capital. He does so in spite of the fact 
that, at the point at which I do this, a footnote expressly warns 
the reader that “ ‘ real capital ’ stands here as the only short (but 
probably misleading) expression which I can find for that part of 
the money stream which is available for the purchase of producers’ 
goods and which is composed of the regular receipts of the turn-over 
of the existing producers’ goods (i.e., in the case of durable goods, 
the reserves accumulated to make up for depreciation) plus new 
savings.” Mr. Sraffa quotes part of this footnote. But he omits 
the essential part, which I have italicised here, and thus makes my 
use of the term look entirely silly, though the term “ real,” in this 
connection, has a perfectly definite—even if not quite usual— 
meaning. I cannot believe that Mr. Sraffa wants to misrepresent 
me, but I confess I find it difficult to understand the state of mind 
in which he singles out this footnote and then leaves out the 
qualifying phrase, the inclusion of which would deprive his criticism 
of its point. Can it be that Mr. Sraffa does not understand that 
that part of the money stream I thus single out must necessarily 
have a special economic significance? Certain of his remarks 
about forced saving lead me to suspect that this may be the case. 

But in the spectacular conclusion of his article Mr. Sraffa 
makes an even more absurd suggestion. In the discussion which 
followed the delivery of my English lectures, I became aware that, 
obviously owing to the influence of Mr. Keynes, the term “ saving ” 
was frequently understood in a sense different from the one in 
which Iemployed it. As a consequence, when, a few months later, 
I prepared for the press the German edition of Prices and Pro- 
duction, I inserted, among other additions which were intended to 
clear up the more difficult points, a paragraph which, I hoped, 
would mark off my concept of saving from, eg., that used by 
Mr. Keynes. Nothing could have surprised me more than that 
this attempt to make the difference between Mr. Keynes’ theory 
and my own more clear should be interpreted by anyone as “ land- 
ing me right in the middle of Mr. Keynes’ theory.” (That I 
meant it in this sense is obvious from the fact that I quoted this 
paragraph against Mr. Keynes in my Rejoinder to his Reply to 

1 I need not go into the other supposed “‘ modification ’ of my theory which 
Mr. Sraffa mentions in this connection, as it ought to be obvious that the case 
in which the amounts saved are not invested is a case of a change in the velocity 


of circulation; i.e. a case which, in the English edition of Prices and Production, 
I had already expressly stated to be an exception to the general rule. 
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my criticism of his 7'reatise1) I venture to believe that Mr. 
Keynes would fully agree with me in refuting Mr. Sraffa’s sugges- 
tion. That Mr. Sraffa should have made such a suggestion, 
indeed, seems to me only to indicate the new and rather unexpected 
fact that he has understood Mr. Keynes’ theory even less than he 


has my own.” 
F. A. von Hayek 


A REJOINDER 


Tuis specimen of Dr. Hayek’s manner of arguing is by itself 
such an eloquent illustration of my review that I am reluctant to 
spoil it by comments. I shall therefore confine my reply to the 
two “‘ cardinal ’’ questions, whilst for the other points referring the 
patient reader (if there be any) to my previous contribution. 

The first question is whether, as Dr. Hayek asserts, the capital 
accumulated by “forced saving” will be, “at least partly,” 
dissipated as soon as inflation comes to an end: “ it is upon the 
truth of this point that my [Dr. H.’s] theory stands or falls.”” My 
simple-minded objection was that forced saving being a misnomer 
for spoliation, if those who had gained by the inflation chose to save 
the spoils, they had no reason at a later stage to revise the decision ; 
and at any rate those on whom forced saving had been inflicted 
would have no say in the matter. This appeal to common sense 
has not shaken Dr. Hayek: he describes it as “surprisingly 
superficial,” though unfortunately he forgets to tell me where it is 
wrong. I must therefore make another attempt to follow him a 
little way into “ profundity.” 

I shall take up his argument (§ 3) at the point where the 
inflation which has caused the accumulation of capital comes to 
an end. In order that the case may be comparable with Dr. 
Hayek’s case of “ voluntary saving,” inflation must have pro- 
ceeded at a gradually decreasing rate until it ends just when the 
longest among the newly started processes of production begin to 
yield consumable products: from that moment onwards the 
entrepreneurs will be able to meet their outgoings for current 
production and for maintenance of the increased capital entirely 
out of their receipts from sales, without need of any additional 
inflationary money. This, of course, as Dr. Hayek says, is possible 
“ only so long as wages [i.e. incomes] have not risen in proportion 


1 See Economica, No. 34, November 1931, p. 402 n. 

2 [With Prof. Hayek’s permission I should like to say that, to the best of my 
comprehension, Mr. Sraffa has understood my theory accurately.—J. M. 
KEYNES.] 
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to the additional money which has become available for invest- 
ment.’’ And now we reach the point of the dispute: ‘‘ Ultim- 
ately, incomes must rise in that proportion, since even the money 
used for the purchase of capital goods must ultimately be paid out 
to the factors which make these new capital goods.’ I contend 
that this will not happen. Once more Dr. Hayek himself pro- 
vides me with the argument against his theory, by appending here 
this footnote : ‘‘ Except for such amounts as may be absorbed in 
cash holdings in any additional stages of production.” Exactly : 
and if Dr. Hayek had taken as much pains in writing his book as 
his reviewer has taken in reading it he would remember that under 
his assumptions such cash holdings will absorb not merely certain 
exceptional amounts, but the whole of the additional money issued 
during the inflation; that consequently incomes cannot rise at all, 
and there will be no occasion for any dissipation of capital. Let me 
remind him that he has assumed in his book that capital will be 
accumulated in proportion to the quantity of money issued in the 
form of loans to producers; that the number of stages of pro- 
duction will increase in proportion to the quantity of capital; that 
the quantity of payments to be made will increase in proportion to 
the number of stages : as a result, the quantity of payments to be 
made increases in proportion to the quantity of money, and the 
whole of the additional money is absorbed in cash holdings for 
performing such payments. 

It may be noticed as a curiosity that in the world assumed by 
Dr. Hayek, inflation through credits to producers, while it leaves 
money incomes unchanged, brings about a positive fall in the 
prices of consumers’ goods. (As this may sound incredible, 
perhaps even to Dr. Hayek, compare in Prices and Production, 
Fig. 2, p. 40, which represents the initial position, with Fig. 
4, p. 50, which represents the situation at the end of the 
inflation : the aggregate money value of the mass of consumers’ 
goods is unchanged, but their quantity being larger after the 
inflation, prices per unit must be lower. See also pp. 51-2.) 

After this Dr. Hayek will allow me not to take seriously his 
questions as to what I “really believe.’ Nobody could believe 
that anything that logically follows from such fantastic assump- 
tions is true in reality. But I admit the abstract possibility that 
conclusions deduced from them by faulty reasoning may, by a 
lucky accident, prove quite plausible. 

I have only a few words to add on the second cardinal question, 
that of the “ money ” and the “ natural” rates of interest (§ 4). 
Dr. Hayek’s ideal maxim for monetary policy, like that of Wick- 


] 
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sell, was that the banks should adopt the “ natural ”’ rate as their 
“ money ” rate for loans : the only obstacle which he saw was the 
difficulty of ascertaining in practice the level of the “ natural ” 
rate (p. 108 of the book). I pointed out that only under condi- 
tions of equilibrium would there be a single rate ; and that when 
saving was in progress there would at any one moment be many 
“natural” rates, possibly as many as there are commodities; so 
that it would be not merely difficult in practice, but altogether 
inconceivable, that the money rate should be equal to “the” 
natural rate. And whilst Wicksell might fall back, for the criterion 
of his “money” rate, upon an average of the “natural” rates 
weighted in the same way as the index number of prices which he 
chose to stabilise, this way of escape was not open to Dr. Hayek, 
for he had emphatically repudiated the use of averages. Dr. Hayek 
now acknowledges the multiplicity of the “natural” rates, but he 
has nothing more to say on this specific point than that they 
‘all would be equilibrium rates.” The only meaning (if it be a 
meaning) I can attach to this is that his maxim of policy now 
requires that the money rate should be equal to all these divergent 


natural rates. 
Prero SRAFFA 
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REVIEWS 


New Methods of Measuring Marginal Utility. By Ragnar 
Friscu. (Tibingen: J. C. B. Mohr (Paul Siebeck). 1932. 
Pp. 142.) 


PROFESSOR .FRISCH’s study is of the greatest importance, not 
only because he shows how to bring into the analysis of the 
relations between income, prices, and expenditure material 
hitherto intractable, but because he also connects the ‘‘ money- 
flexibility of income ” with the principles of index-numbers, of 
labour supply, and above all of taxation. 

Possibly in the end it will be the non-numerical part of this 
treatment that will prove the most important, for it is independent 
of the troublesome and doubtful hypotheses that are necessary in 
handling existing data, Indeed the sections on index-numbers 
and labour supply are not applied to actual statistics, except in a 
slight illustration on p. 79, while that on taxation is also mainly 
independent of data. 

The term “ marginal utility” has been used in many connota- 
tions, and it will be best for readers to take his definition (given 
below) as sufficient for his purpose, whether the name is inappro- 
priate or not. The position would have been clearer if the title 
had been the “‘ measurement of money-flexibility,” since it is this 
conception that is the more important in the work. 

The underlying assumption of such an analysis must be that 
an individual may be supposed to have a scale of expenditure on 
various commodities which depends on prices and on various 
levels of income. In mathematical language a continuous function 
in three variables, that can be visualised in three dimensions, is 
presumed to exist for any person. The evident difficulty of 
applying this conception is that at any one time and place and 
for one person, we only know one point on this figure. One step 
that can be taken with reasonable security is to postulate an 
average person. A second step is to assume that certain proper- 
ties of the figure, relating to the shape rather than to the magnitude, 
are common to different persons or to the same person at different 
times. In the two numerical illustrations, the treatment of 
which occupies the greater part of the book, these and even less 
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plausible assumptions are made, perhaps without sufficient 
explanation or attempt at justification. Since these assumptions 
are best detected by studying the method, a very abbreviated 
statement of the procedure is here offered, with the hope that the 
author will not find that essentials are omitted or that the abstract 
is inaccurate. 

The starting-point of the analysis needs the following sym- 
bols :—p is the price of a commodity of which units are bought. 
ax p=é&. u(x).dxis the change in utility caused by the addition 
of dz units. P is the price of a generalised or average commodity, 
p is whole expended income, and r is taken as the number of 
units of this commodity, where r x P =p. wi(r).dr is the change 
in utility caused by the addition of r units. w(x) is called the 
marginal utility of the commodity (measured per pound), w(r) is 
called the marginal utility of money (per dollar), measured per 
unit of purchasing power, or the real (deflated) money utility. 

The usual equilibrium equation is w(r)/P = a(x)/p, -which is 
written 

where a = P/p. 
$= ee) the ordinary form for a measurement of elas- 
ticity, is called the flexibility of the marginal utility of money, or 
the money-flexibility. 

The objectives are to determine the properties of the functions 
w and #, and their numerical values for given values of r. 

It is assumed that u(x) and w(r) are of the same shape for 
all persons, or for average persons, but each has a personal factor 
(independent of x and r); further, the shape of these functions is 
independent of time and place. 

A three-dimensional figure is conceived, and actually con- 
structed and photographed (p. 17) from United States experience, 
where on the axes are measured a (the price ratio), x (the con- 
sumption of a particular commodity or budget of commodities), and 
r = p/P (the real income). Equation (1) represents this surface. 

1. The “isoquant” method. For this statistics already 
published ! are used. 

« is proportional to the reciprocal of the price of sugar in 
French co-operative stores, x the amount of sugar purchased 
per member. 1 is the ratio between p, taken as total sales of all 
commodities per member, and an index of the cost of living. 


1 «Sur un probléme d’économie pure.” Frisch, Norsk Matematisk Forenings 
Skrifter, 1926. 
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Entries are selected for which x has the same value x, for 
different months, and the corresponding values of r and « are 
graphed on scales of r and «. A curve is drawn through the 
points so obtained, giving a section of the figure of equation (1)— 
that is, the curve w(r) = «.u(x,). A-series of such curves is drawn 
for various values of x, resulting in contour lines of the surface. 
The gradient of this curve (inclination to logr axis) then by 
measurement gives (7), since « is proportional to w. w is then 
obtained by graphic integration. The results are shown on 
p. 32. 

2. The ‘quantity variation” method. This method is 
applied when we do not know the quantities x, r but only the 
values €,p. In the example given the data are ¢, the expenditure 
on food, and p, the income in thirteen American cities for each 
of seven income groups. 

Professor Frisch’s argument can be simplified by the following 
notation :— 

Equation (1) is equivalent to 


log w(p/P) = log P — log p + log u(€/p). 
Write 
R = log p, X = log &, B = log P, y = log p. 


The equation may then be written W(R —8~)=8—y+ 
U(X — y), where W and U are functions directly related to the 
functions w and wu. 

Rand X are known from the data. 

The shapes of the functions W and U are supposed to be the 
same for all cities and all persons. £ and y are not known, but 
in any one city they are constant. 

Thirteen curves were drawn, one for each city, by plotting 
values of R, X on transparent paper, and of these eight were 
selected. The curves were shifted parallel to axis of R and 
parallel to the axis of X, till they were placed (in reference to one 
chosen as standard) so as to satisfy the geometric conditions of 
parallelism and relative distances which the form of the equation 


W(R) = 8 + U(X) 


requires. 5 = — y=loga is known for each city by the 
amount of shifting required. 

The curves give contour lines of the figure of equation (1) for 
assigned values of « (figure, p. 61). Now for any two nearly 
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equal values of 7, say 7, and r,, the money-flexibility for their 
average is approximately 


log w(r,) — log w(r,) W(R,) — W(R,) 


_ §;— 
= R,— Rk, for X constant. 


From the graphs in the position described pairs of such values 
for selected X’s can be measured, and hence values of 7 computed 
for a series of values of r. 

In the end, 17 such values were computed and are graphed 
on p. 63. 

A smooth curve through these points is drawn, and this gives 
the desired table connecting r, w and — wd, i.e. the real income, 
marginal utility and money flexibility. 

It may be remarked that out of 91 original entries of income 
and food-expenditure only 17 were finally used, and that the points 
in the graph on p. 63 show considerable variation from the 
smoothed curve fitted to them. The values in order of r are— 


r —w r —w. r 
6-2 0-275 4:3 0-34 3°25 0-55 
5-7 0-213 4:28 0-365 3-1 0-428 
5-7 0-305 4-05 0-329 2-88 0-523 
5:5 0-35 3°75 0-36 2-8 0-575 
4:7 0-407 3°35 0-48 2-62 0-528 
4:35 0-29 3:3 0-425 


The method depends on so much free-hand interpolation, and 
so much mechanical shifting, that it must be doubtful whether the 
moderate regularity of the result might not be reached from any 
set of figures treated in this way. Certainly the regularity is not 
sufficient to verify the hypothesis that the functions w and wu are 
independent of place. 

Importance is attached by the author to the result that “ the 
absolute value of the money-flexibility is less than unity over the 
entire real income interval considered,” and this is substantiated 
completely by the above table, if the method is accepted as valid. 

In the French series, however, — w# increases from 1-28 for 
the highest income included to 3-55 for the lowest. 

On p. 126 it is affirmed that w and — w decrease as the income 
increases and that the money-flexibility is less than unity except 
for the poor. Thus at some critical point of the income range the 
money-flexibility is unity. 

Whether these data are sufficient or not, it is important to 
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realise that the problem of determining money-flexibility has been 
solved when we know a reasonable number of amounts purchased 
with given incomes at stated prices, or only of expenditures on 
assigned commodities for given incomes, irrespective of prices. 

The applications to methods of taxation follow readily from the — 
conception of money-flexibility, when Professor Frisch’s very useful 
and significant notation is used. The conditions under which 
five principles of taxation entail a progressive tax are considered. 

The principle of equal sacrifice (Emil Sax) is found to lead to a 
progressive tax only when the money-flexibility is greater than 
unity. This result is regarded as paradoxical in the light of the 
evidence that this is only the case for lower incomes, and therefore 
for the higher ranges the tax should not be progressive. 

The principle of equal proportional sacrifice leads to a pro- 
gressive tax up to a higher range of income; but to decide the 
critical point needs an estimate of total utility, which otherwise, 
perhaps fortunately, is not involved in the results. 

The marginal-difference principle, that is equality in absolute 
increase of marginal money-utility, necessitates a progressive tax 
throughout the range which the statistics cover, and it may be 
presumed that the condition is generally fulfilled. 

The marginal-ratio principle (Schénheyder and Meyer), that 
is equality in proportional increase in marginal money-utility, 
in general needs a progressive tax. 

Finally, the principle of minimum sacrifice, or complete 
levelling of income, leads obviously to a progressive tax. 

The application to index-numbers involves a formulation that 
the author rightly considers “may seem a little strange,”’ but 
which is certainly original. It consists in taking those incomes as 
corresponding to one another in two countries or at two dates, at 
which the absolute value of the money-flexibility is the same. 
Thus if — # is 2 for a German income of 500 marks and an 
American income of $200, it is taken that at these incomes the 
German and American are equally well off, and at this point of 
the range of incomes $2 is equivalent to 5 marks. The ratio 
changes as we go up the scale of incomes. Perhaps this method 
rather emphasises the difficulty of comparing incomes than gives 
a valid and practicable measurement. 

Corrigenda.—P. 69 (8-18 and 8-20), accent onwu. P. 79, Table 
6, accent on w. P. 103, below Table 18, accent on w and W. 
P. 125, accent on ¢ and two accents on last w. P. 135, correct 
formule (11-50) and (11-72). 

A. L. BowLry 


1932] PIGOU AND ROBERTSON : ECONOMIC ESSAYS 257 


Economic Essays and Addresses. By A. C. Pigou and D. H. 
Rosertson. (London: P.S. King & Son. 1931. Pp. 215. 
10s. 6d.) 


PRroFEssor Picou and Mr. D. H. Robertson have very con- 
veniently gathered together in a single volume a number of articles, 
most of which have appeared elsewhere and almost all of which an 
economist would wish to have in accessible form for reference. 
The contributions of the two authors are quite independent. By 
this novel plan the genuine student gains at the expense of the 
mere book-collector. The former gets what he wants at less cost 
than if each author published the existing essays separately, and 
with less time lag than if each author waited until he had sufficient 
essays on hand to make an independent volume of the size of the 
present one. On the other hand, of the collectors, those, if such 
there be, who either are determined to have all the works of 
Professor Pigou while being indifferent to Mr. Robertson or are 
determined to have all the works of Mr. Robertson while being 
indifferent to Professor Pigou, may feel themselves unduly 
mulcted by the present arrangement. 

It is impossible to give a critical estimate of these contributions 
in a short space, for each article would require a long review to 
itself. It must suffice to indicate the scope of the volume. Pro- 
fessor Pigou’s contribution includes, inter alia, his Sidney Ball 
Lecture, a beautifully lucid account of the function of economic 
analysis, two rather elaborate papers on exchange equilibrium, 
one relating to supply and demand in general and one to the 
equilibrium of international interchange, and an account of his 
own method for the statistical derivation of demand curves, 
designed to obtain results the economic implications of which can 
be more clearly apprehended than can those of the results yielded 
by the methods which have been elaborated elsewhere. There is 
also an article on the benefits which might be made to accrue from 
stabilisation in particular industries. Professor Pigou makes the 
point that price stabilisation and output stabilisation are mutually 
opposed. It may be observed that this opposition would be 
mitigated and ultimately eliminated if an output stabilising policy 
were extended to a number of particular industries and ultimately 
to the whole field. One premise in Professor Pigou’s reasoning 
seems to be open to criticism. He assumes that in competition 
or multiple monopoly, when there is an expansion of demand, each 
producer “is apt to focus his attention on this fact,” not to take 
proper account of his rival’s response to it and to expand unduly 
No. 166.—voL. S 
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in consequence. This is a common assumption, but is it justified 
by analysis? In perfect competition the producer focuses his 
attention on the price registered in an organised market, which 
takes account of the whole situation. In imperfect competition 
the producer pays attention to the rise of demand in his own area 
or of his own customers. 

Mr. Robertson includes a lecture on Theories of Bariking 
Policy which summarises in an extremely intelligible form his 
views on the fundamentals of monetary theory. His B.B.C. talks 
on World Finance are also included, and an analysis of the mone- 
tary doctrines of Messrs. Foster and Catchings, which should save 
much labour for those who are anxious to assess the contribution of 
these writers. In discussing the Transfer Problem, Mr. Robertson 
succeeds in showing on various hypotheses that the increase of 
purchasing power abroad, on which those who deny the existence 
of a special transfer burden lay stress, is quite consistent with the 
presence of such a burden. His conclusion is mainly negative; he 
does not supply us with an apparatus for determining the relation 
of fundamental conditions to the degree of burden. The most 
precious gem in his collection is the memorandum submitted to the 
Macmillan Committee on the world slump. This is a masterpiece 
of compressed but clear and easy statement, of synthesising power, 
of balanced judgment. 

Rich pleasure as well as profit will be reaped by readers of this 
volume. For the two writers are, each in his own way, great 
stylists in economic writing ; and the collocation gives a fascinating 
opportunity for observing similarities and differences in method 
both of expression and of analysis. R. F. Harrop 


Essays in Persuasion. By J.M.Kerynes. (Macmillan. Pp. 376. 
10s. 6d.) 

I po not think that anybody can read Mr. Keynes’ essays 
without asking: How can it be that a man whose power to 
analyse the pressing problems of to-day is so imposing, has been 
able to exercise so little influence on actual policy? Why has 
a man with so much success in prophesy—the real proof of his 
analytical ability—been so unsuccessful in persuasion? Evidently 
this question has troubled Mr Keynes himself, for he begins the 
preface by saying that he “ could never influence the course of 
events in time.” 

It is probably necessary to stress the last two words 


in 


time.” I do not think that Mr. Keynes’ writings have failed to 
influence the thoughts and ideas of men in power. He has set 


1932] KEYNES: ESSAYS IN PERSUASION 259 


their minds to work in his direction, but too slowly to influence 
their action. Most of us are so used to thinking along conventional 
lines that we cannot easily shift to new tracks. We do not quite 
trust men with a more versatile mind, and do not like to hand over 
executive power and responsibility to them. Perhaps we suspect 
the brilliant men of being somewhat unstable. There is general 
agreement that a bank leader must not be brilliant. If the 
directors of the Bank of England and other bankers have refused 
to listen to Mr. Keynes’ advice, the reason is, I think, to some 
extent this instinctive suspicion of the truly brilliant mind. 

Mr. Keynes’ journalistic activities must therefore be gauged 
not by the extent to which his advice has been followed, but by 
the influence his writings in the twenties will exercise on current 
economic thought and economic policy in the thirties. I feel 
certain that this influence, which is already evident, will be 
considerable. To take one example only, the general willingness 
to-day even among bank managers to consider a managed paper 
currency as a real substitute for the gold standard must be to 
no small extent due to the discussion around some of Mr. Keynes’ 
essays. I think they will in the next years work hand in hand 
with his 7'reatise on Money in preparing the ground for monetary 
reform. 

Of course, it is not without reason that people read the articles 
from brilliant pens with some suspicion. The argument is 
presented with so much cleverness that the reader must be on his 
guard all the time to be certain that he is not carried away too 
easily. Besides, a man has to live up to his reputation, and a 
brilliant man labours under the dangerous obligation that he is 
expected always to say something brilliant. 

I have sometimes heard this said about Mr. Keynes, so when 
re-reading his essays I paid special attention to possible traces 
of this temptation. Frankly speaking, I could find very little 
of them. No doubt he is fond of saying startling things, but 
they are to the point, and to enhance the journalistic value of 
articles, which should, of course, enjoy more freedom of style 
than a volume written only for scientists. 

It is not difficult, however, to find examples of arguments 
which are presented in so startling a manner that they carry 
less conviction than a simpler style would do. I confess that an 
ironical smile was my first reaction when I found Drake’s stolen 
treasure in 1580 described as almost the chief cause of England’s 
foreign investments of to-day; second thoughts did not much 
change my first impression. 
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Sometimes Mr. Keynes, like other advocates of what they 
feel to be a good cause, falls into the trap of looking at the world 
through coloured spectacles. The reader suspects that facts 
which support the argument are treated in a kinder manner and 
given more attention than those which oppose it. On page 363 
we read: “In the United States factory output per head was 
40 per cent. greater in 1925 than in 1919.” Now, this is given 
as a proof of the rapidity of technical improvements in a dis- 
cussion of what we can expect a hundred years hence. As such 
it is surely misleading, for the output in 1919 was abnormally low 
for reasons which had to do with the war. It would have been 
better to say that output per man hour was 28 per cent. greater 
in 1927 than in 1913. This gives a rate of progress of 2 per cent. 
per annum instead of 7 per cent. 

On the whole, Mr. Keynes takes a very optimistic view of 
the recent world economic tendencies. He does not regard it as 
a serious possibility that the present world economic crisis might 
lead to a breakdown of the financial system and to a radical 
reform, which presumably during a fairly long period of re- 
organisation along lines of ‘‘ Planwirtschaft ” would considerably 
reduce output and keep the world on a lower standard than that 
of the post-war decade. “ Because we have magneto trouble, 
we need not assume that we shall soon be back in a rumbling 
waggon and that motoring is over”’ (p. 139). The magneto will 
be repaired and the pleasure trip resumed at increased speed, we 
are told. Towards the end of the century we will have reached 
what seems now a fairy-land, where two serious problems will be 
how to provide us with three hours work every day without 
over-filling the world with goods nobody cares to consume, and 
how to prevent large-scale nervous breakdowns caused by idle- 
ness. Mr. Keynes’ central thesis, he tells us in the preface, is 
“the profound conviction that the Economic Problem, as one 
may call it for short, the problem of want and poverty and the 
economic struggle between classes and nations, is nothing but a 
frightful muddle, a transitory and unnecessary muddle.” While 
most people would perhaps agree that much of it could be 
escaped if man were a more sensible animal than he is, few will 
be confident that it is transitory. 

I cannot in this brief review even touch upon all the important 
view-points which Mr. Keynes has contributed to the discussion 
of the peace treaty, the industrial organisation of society, and 
monetary reform. There is much in this volume which gives 
the reader a sense of pure intellectual delight. “The End of 
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Laisser-Faire ” will probably retain its place, when most of the 
last decade’s literature has been forgotten. In many places the 
argument is so closely reasoned, so well balanced that, although 
it is void of all ornaments, it gives the reader an zsthetic sensation. 
Read, for instance, what the Treasury Committee on Currency 
ought to have said to Mr. Churchill before the return to the gold 
standard (pp. 251-53). 

Nor can I discuss the various places where I think there are 
slips in the theoretical reasoning. Two examples only : On page 
10, in a discussion of the reparation problem, we are told that 
German exports of woollen goods will not rise but drop. ‘‘ An 
increase is impossible without the raw wool, and, having regard 
to the other claims on supplies of raw wool, a decrease is likely.” 
Surely, if the manufacturing of woollen goods can be cheapened 
in Germany compared with elsewhere, this country will, ceteris 
paribus, get a larger share of the raw wool. 7 a 

Mr. Keynes asserts that during a depression “neither the 
restriction of output nor the reduction of wages serves in itself 
to restore equilibrium” (p. 138). This statement and the pages 
which precede it make a very complicated problem much too 
simple. Would not a restriction of wheat-growing by 5 per cent., 
which might easily raise the wheat price by 50 per cent., increase 
the purchasing power of some countries and classes which have 
had to reduce their demand more than others? Would this not 
counteract a maladjustment and establish a better balance in 
the economic system? As to wage reductions, they may change 
the business man’s anticipation as to future costs, prices and 
profits in a manner which may increase real investment. More 
directly, they might allow a greater volume of goods to be 
produced with a certain volume of credit. The influence of wage 
reductions on credit and purchasing power depends upon the 
circumstances in the individual case; about this question “ all 
short statements are wrong.” 

A great deal of Mr. Keynes’ proposals of economic action at 
various dates in the last decade have been based on the “ over- 
saving” idea. I am a little doubtful whether, under the con- 
ditions prevailing in Great Britain in 1925-29, the fairly simple 
reasoning is adequate, but during a depression like the present 
one it is certainly essentially correct. However, there seems to 
be one difficulty. If people save very little towards the end 
of the depression, how then can the liquidity of the financial 
system be restored and the long-term rates of interest be speedily 
reduced? In other words, cannot the financial normalisation 
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in a narrow sense be speeded up by savings which temporarily 
reduce production? I cannot but feel that much remains to 
be said on this question. 

It is tempting to embark on a discussion of tariff measures 
during periods of depression. Mr. Keynes has added an apologetic 
footnote to his proposal of a general tariff in March 1931: ‘‘ some- 
what in desperation, I made various suggestions.”” While the 
tariff reforms now introduced in Great Britain will no doubt 
prove harmful not only in the long run, but fairly soon, it seems 
to me beyond doubt that more “ scientific,’ temporary obstacles 
to imports during a depression, if they do not call forth violent 
retaliatory measures, can help to maintain the volume of output 
in the “ protecting ” country. 

I have dealt with less than half of the points I intended to 
touch upon, and with only a small percentage of the topics about 
which Mr. Keynes has something interesting to say. Indeed, 
it is true of all these essays that, whether the reader agrees or 
disagrees, he is so very interested and stimulated by his contact 
with Mr. Keynes, that his own future thoughts cannot but be 
different than they would otherwise have been. Perhaps fifty 
years hence, when, in spite of a managed currency system, poverty 
and hard work have not yet disappeared, economic historians 
will find that Mr. Keynes has been more successful in persuasion 
than in prophecy. 

BERTIL OHLIN 


The Value of Money. By Tsarpus Greipanvus. (P.S. King & 
Son, Ltd. 1932. 15s.) 

Tuts book is both useful and highly suggestive, but it is not 
one which can be adequately treated in a review of normal length. 
The argument divides itself into two sections. The first presents 
a valuable summary and criticism of the various approaches to 
the problem of the value of money, including those made by 
ancient philosophers and medieval writers. Separate chapters 
are devoted to eighteenth- and nineteenth-century writers, and 
still more valuable chapters deal with the problem as viewed by 
modern writers in the United States, Germany, France, Austria, 
Scandinavia, and our own country. This part is in itself a useful 
addition to current English literature, since it includes a dis- 
cussion of an imposing list of authorities such as Fisher, Cassel, 
Schumpeter, Wicksell, Verrijn Stuart, Aftalion, B6hm-Bawerk, 
and the six leading monetary theorists of this country, while a 
separate chapter is devoted to the Z'reatise on Money of Mr. 
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Keynes. The second section of the book deals with the author’s 
own “ yield theory ” of the value of money. 

The problem with which the author is concerned can be stated 
briefly. It is to offer an explanation of the value of money at 
any moment, most theories being concerned with variations in 
the value of money. In that connection modern monetary 
theories might be said to divide themselves into two broad 
groups—those which introduce a rather special apparatus of 
reasoning different from that which is employed in connection 
with ordinary problems of exchange value, and those which 
endeavour (rather unsuccessfully, in the author’s opinion) to 
adapt the marginal utility theory of value to the theory of money. 
Mr. Greidanus has endeavoured to carry this second mode of 
approach to a more satisfactory stage than it has hitherto reached, 
since “‘ it will always remain a serious shortcoming of the theory 
of marginal utility . . . if it should be impossible to explain the 
laws governing exchange in the important chapter of economic 
science which deals with money ”’ (p. 107). 

The mechanistic theories of Fisher and Cassel fail, according 
to Mr. Greidanus, to explain the type of causation which decides 
why prices are what they are, though they may explain why 
prices rise or fall. These theories, which introduce the notion 
of velocity of circulation, regard that velocity as determined 
exclusively by objective factors or technical considerations. 
“The price level has therefore been determined irrespective of 
the will of the participants in the exchange transactions. And 
since these participants determine the price, hence the price 
level, when their transactions are concluded, we arrive in this 
way at an insuperable contradiction ” (p. 65). Again, the so- 
called “‘ income theory ” of money is criticised because it “‘ deter- 
mines rather the marginal utility of the income than the marginal 
utility of money. It is an income theory, not a money theory ”’ 
(p. 134). And the attempts to proceed to the theory of the value 
of money by a study of subjective factors have generally regarded 
the subjective value of money as a derived conception in a manner 
which leads, as in the case of Mises, to a form of circular reasoning. 
If money has no independent marginal utility, the marginal 
utility theory of money breaks down, “for if the money buys 
more commodities (has greater value in exchange), the marginal 
utility is greater, and if the marginal utility is greater, the value 
in exchange is higher. We are then in the vicious circle. Accord- 
ing to this explanation, money might have any value in exchange ” 
(p. 112). “ We do not know this derived marginal utility until 
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we know on what conditions we can obtain commodities against 
money. It can therefore not be serviceable to us in the solution 
of the problem of the value in exchange of money” (p. 163). 
The “cash balance ” theories also which start from the assump- 
tion that individuals decide to keep a certain proportion of their 
resources in the form of money, while they represent an improve- 
ment on the ordinary mechanistic theories, are criticised, on 
the ground that ‘‘ we can compute the proportion of the resources 
which we hold in the form of money from the knowledge of the 
value in exchange, not, inversely, the value in exchange from 
the proportion of the resources which we hold in the form of 
money ” (p. 153). 

Mr. Greidanus’s positive theory is based upon the view that 
“the most essential function of money is not buying, but being 
held at command in order to be able to act as buyer if the opportunity 
occurs”? (p. 167. Author’s italics). Historically, the articles 
which were selected to serve as money were chosen for the 
economic quality that they were readily marketable or generally 
desired. These articles were readily marketable apart from their 
use as money, but once they came to be used as money, their 
marketability was increased still further. Incidentally, Mr. 
Greidanus does not accept the view that a stable price-level is 
a guarantee that justice in the creditor-debtor relationship will 
be preserved, ‘“‘for in times of scarcity the sacrifice that the 
debtor has to make to settle his debt would be greater than 
in times of abundance ” (p. 207). In addition, he finds a practical 
objection to monetary control with a view to stability in general 
prices. Under normal conditions, a shortage in supply, as in 
the case of a bad harvest, will raise the price of a particular 
commodity, but if the price-level is kept constant, other prices 
will be forced down, thereby increasing the difficulties of other 
producers; “the producers who have been able to produce less 
receive part of the compensation through the higher prices of 
their products, but the other producers now get smaller proceeds 
from their articles than would have been the case had the money 
not been managed. The whole production consequently gets 
into difficulties’ (p. 208). This, of course, hardly meets the 
entire point, since money must be managed in some way or other. 

A very full analysis of the economic advantages which are 
obtained when stocks of commodities are held by traders and 
consumers is made the basis for a study of the advantages of 
holding stocks of money. A trader holds stocks in order to 
further his trade and increase his profits, but there are limits to 
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the extent to which it is worth his while to hold stocks. Money 
is the most marketable commodity, and stocks of money will be 
held for the same general reasons which lead to the holding of 
stocks of other commodities. In some cases it will be worth 
while for a trader to hold larger money stocks than in others, 
for ‘if a shopkeeper sells goods to his customers which he can 
immediately buy again from his suppliers on fairly constant 
terms, a somewhat considerable stock of money is of com- 
paratively little service to him. . . . But if the goods are little 
marketable, so that he can replenish his stock only at long 
intervals, and possibly unexpectedly, and this at greatly fluc- 
tuating prices, he must also have an ample supply of money at 
his command ” (p. 236). The basis of the money stock which is 
held is “the expected profit the stock of money will yield ” 
(p. 237). The services rendered by a money stock, however, are 
subject to the law of diminishing returns, and similar considera- 
tions hold good with regard to the money stocks held By con- 
sumers. “The first stock of gold for monetary purposes will 
have to ensure that the consumers can buy the commodities 
which they will almost certainly want to buy, until the stock of 
money can again be replenished. Then a less urgent need of 
ready money will remain, 7.e. the need of a certain reserve for 
purchases which they may possibly want to make” (p. 250). 
In this way an attempt is made to arrive at what might be called 
a productivity theory of money, which has at least the merit 
that it employs the same general apparatus of reasoning which 
is employed in other sections of economic theory. 

In addition, Mr. Greidanus recognises other factors which 
influence the demand for money; these include future possi- 
bilities, the stability of the value of money, and what is called 
the ‘friction of the circulation.””’ With regard to the last of 
these, “‘ part of the total quantity of money is held in a way 
which, as regards the utility which it yields, cannot be compared 
with that of the individual stocks of money. It is, as it were, 
owing to the frictional resistance that part of the medium of 
exchange is not usefully employed in furnishing the holder with the 
conveniences of being able, at any moment, to buy whatever he 
wishes, but remains inactive, for let us say technical reasons ”’ 
(p. 283). Paradoxically, money is idle when it is in transit ; 
gold in transit from one country to another cannot render services 
as stock of money, and as in the case of empty railway carriages, 
the earnings obtained when money is not idle must make up for 
the loss of earnings when it is idle. 
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The precise character of the alleged “‘ yield ” of money has to 
be noticed. The ordinary view is that money which is held in 
stock yields no interest. For Mr. Greidanus “the possession of 
the readily marketable intermediate good offers an advantage in 
exchange transactions to the holder. This advantage results in a 
profit in the exchange, and this profit is then the interest, which, 
though not directly visible, is nevertheless present” (p. 292. 
Author’s italics). The remainder of the book deals with credit 
instruments and their implications. 


D. T. Jack 
St. Andrews. 


Value and Income. By A. E. Munror. (Harvard University 
Press. 1931. Pp. 216. 15s.) 


PROFESSOR MUNROE is concerned to explain the process of 
the valuation of wealth, considering that values are reflections 
of preferences which establish themselves in the structure of our 
desires. The form rather than the substance of this analysis is 
novel—the philosophy of this view is given, for example, in 
Professor Laird’s Idea of Valwe—and, except for a difference of 
emphasis, one is aware of much the same attitude in Sir Sydney 
Chapman’s Outlines of Political Economy. In his exposition, 
however, the author gives a new meaning to the term “ cost,” 
which is apparently the result of choice. Thus, the costs of 
production “‘are those sacrifices . . . which are the necessary 
condition of producing a given good, or, in more technical terms, 
of increasing the sum of utilities.” These sacrifices may be 
“* satisfaction costs—those uses of our time and energy we forgo 
when we engage in ‘ productive’ activity; consumption costs— 
the book we cannot buy if we go to the theatre ; efficiency costs— 
those increases in productive capacity which are precluded when 
resources are used in a particular way.”’ According to the pur- 
pose for which they are incurred, these costs may be costs of 
acquisition. 

These costs are not designed as tools for that ultimate analysis 
economists are wont to hope for when considering such a concept. 
Indeed, that they are entries in each private psychic ledger, and 
not of a scientific and concrete world, is apparent in that they 
may be sacrifices, increases in productive capacity or uses of our 
time and energy. Each of these has its influence on valuation, 
for each “cost of acquisition ” is an influence—though at times 
barely discernible—either upon our scheme of preferences or the 
price we will pay for utilities, and each “cost of production ”’ 
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has its influence upon the things, and the amount of them, that 
we procure. 

The values produced, they are distributed as income to the 
various classes of producers, so that Professor Munroe’s second 
task is concerned with an explanation and a discussion of the 
factors influencing the magnitude of wages, interest, rents and 
profits. Again, Professor Munroe’s conclusions, as is to be 
expected in a book of such a character, are less interesting than 
his analysis. His analysis, moreover, is of such detailed character 
and is so stimulating and challenging that any comment that is 
not useless would necessarily have to be minute. It may be 
said, however, that his treatment of consumer’s surplus and 
partial monopoly, in particular, are not impressive. 

In his treatment of the latter problem, Professor Munroe 
bases his analysis on the hypothesis that “if each would-be 
seller has only one unit . . . to dispose of, the entire supply 
will be thrown on the market; for one unit cannot be withdrawn 
without leaving some seller with his entire stock on his hands, 
and none of them will be willing to accept this in order to ensure 
a higher price for the others.” The introduction of the word 
stock suggests that under monopoly the problem of valuation is 
one concerned with a fund of wealth, but this is so clearly out of 
accordance with the title and the general treatment of the word, 
that the suggestion must, surely, be disregarded. The hypo- 
thesis is not true, for example, when applied to the supply of 
labour, and it does not necessarily lead to the following conclu- 
sion—that ‘“‘ the amount which the market is called on to absorb, 
when any holder tries to sell one more unit, is not one unit, but 
one for every holder.” The analysis of unstable equilibrium 
under conditions of multi-holder or multi-producer monopoly 
must of necessity be difficult and intricate, and can lead, in 
general, only to an indeterminate solution. The tools forged in 
this book do not appear sharp enough for this task. The 
conclusion that where ‘the number of sellers is greater than 
the number of units which it would be to the advantage of the 
monopolist to sell, market price will always be lower than the 
monopoly price,’ might conceivably be useful when considering 
the supply of battleships, but it cannot in the nature of things 
be very helpful if we are considering the supply of soda crystals. 

Finally, one must welcome this volume for its subject and its 
treatment. In a dynamic world static economics is in danger, if 
not of falling into actual disrepute, of remaining in a backwater 
both neglected and spurned: and when so much remains to be 
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done in theoretical economics it is reassuring to find the danger 
being averted. And this is especially so when new tools and a 
fresh technique are brought to the task. 
J. STAFFORD 
The University, Manchester. 


The Monopoly of Credit. By C. H. Dovetas. (London: Chap- 
man and Hall. Pp. 128. 3s. 6d.) 


Ir is now thirteen years since Major Douglas’ work began to 
appear in the New Age, nine since Mr. Orage abandoned his first 
attempt to expound it to the intelligentsia. In spite of the 
extraordinary publicity it has received, only the most enthusiastic 
Social Credit propagandists would claim that their doctrine has 
made progress. Faced with the indifference of laymen and of 
economists, a movement less convinced of the perfection of its 
credo would have wondered whether complete failure to attract 
intelligent support might not be due to grave defects in the 
presentation of its case. But the Credit Power doctrinaires, like 
the Marxists, remain self-satisfied : the only matters that worry 
them are the obtuseness of the public, the contrariness of econo- 
mists, and the “psychology” of the bankers. To Major 
Douglas, the crisis and collapse of credit have merely confirmed 
his original ideas, for such a detail as a fifty per cent. disparity 
of price-levels seems quite negligible compared with the fantastic 
“deficiency”? of purchasing power which he believes he has 
revealed. He has learned nothing from the events and con- 
troversies of the last decade; instead, he has enunciated a new 
theorem.” 

Major Douglas is the antithesis of Dr. Hayek. The latter 
argues that neither crisis nor “‘ over-production ”’ would occur if 
the amount of money were only kept constant, since—without 
the baneful stimulus of forced savings—investment and enter- 
prise would be restricted to what was safely profitable. Major 
Douglas, on the contrary, believes that 


“it is impossible for a closed community to operate con- 
tinuously on the profit system, if the amount of money is 
not increased, even though the amount of goods and services 
available are not increased.” 


This sounds like Marx, but the Major goes far beyond even 
Marx’s assumption of shortage of purchasing power from the 
persistence in prices of Constant Capital—the capital consumed 
in production. Three times in the present book he repeats in 
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identical words “ what is popularly known as the A plus B 
theorem,” and once (but in italics) a new “ proposition ”’ which, 
however, is ‘‘ fundamental.” The latter, as quoted recently by 
admirers (in the New Statesman) tout simple, appears quite mean- 
ingless, but read in its context seems to be nothing more than an 
incomprehensible version of the theory associated with the Pollak 
Foundation, the rather large assumption of which is that the 
amount of money in circulation remains fixed. But Major 
Douglas has a genius for complicating the obvious which is only 
equalled by his faculty for simplifying what is complex. Thus 
he considers that a fall of prices offsets the consequences of 
falling costs—instead of vice versa—for, taking a static view of 
the problem, he regards reduced costs as diminishing producers’ 
income, and falling prices as increasing consumers’ purchasing- 
power. It was hardly surprising, therefore, that he propounded 
a curious monetary equation. 

He endeavoured to equate the national income, not with the 
goods and services that consumers buy, but with “ total prices,” 
and he naturally found a discrepancy, which he concluded— 
correctly, of course—was accounted for by means of payments 
other than income, i.e. by credit. But instead of going on to 
inquire into the conditions governing the supply of money, and 
whether the quantity and direction of credit could safely be 
entrusted to the management of the central and other banks 
respectively, he announced that there must be an increasing 
shortage of purchasing-power—unless there was an increasing 
“issue of money for capital production ”—a proviso which his 
followers generally omitted, but which anyway was irrelevant, 
since practically all his so-called “ B ” payments are for goods in 
process of production, not for new capital. From the statement 
that changes in the flow of credit are largely dependent on central 
bank policy, Major Douglas infers that almost all purchasing- 
power “ proceeds from the banks in the form of a loan,” and, 
regardless of the fact that most of this credit is used for financing 
the transfer of goods from producer to retailer, he suggests that 
such short-term funds ought to be in the possession of consumers 
—not as loans, but as dividends ! 

His new contribution is to insist that 


“Sales between consumers are an important factor in dis- 
tribution, and require that the money value of ‘ second hand ’ 
goods shall be in existence until the goods have physically 
disappeared ”’ ! 
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But why stop at second-hand goods? If consumers should 
retain as purchasing power the value of goods which they have 
already used, why should they not claim the value of potential 
production? ‘The fact that they would in either case spend such 
“ dividends ” on the most attractive present goods seems unim- 
portant to Major Douglas, for he proposes that all prices should 
be regulated according to the general ratio of production to con- 
sumption. But since the price-level of primary commodities is 
to be uncontrolled, the enormous increase in consumers’ pur- 
chases would cause a corresponding rise in primary prices, and 
this would be quickly carried through to the prices of consumers’ 
goods, leaving the relation between prices and incomes more or 
less as before. 

Major Douglas’ chief error was to ignore the difference between 
price-levels as well as the meaning of changes in that of primary 
products. Agreeing with “the bankers” that “ prices” ought 
to be “allowed” to fall with improvements in production, he 
failed to see that, so long as a sensitive index is maintained at an 
equilibrium with contractual obligations, there can be no real 
shortage of purchasing power. 

GEOFFREY BIDDULPH 


Some Aspects of the Tariff Question. 3rd Edition. By Pror. 
‘F. W. Taussic. (Harvard University Press. Pp. 499. 20s. 
net.) 

TuE first edition of this well-known book appeared in 1915 
and the second in 1918. The four Parts which composed the 
book in these editions are here reprinted without any significant 
change, and a new Part V is added which brings the story up to 
1930. 

The “main purpose” of the volume, declared Professor 
Taussig in his original Preface, “is to consider and illustrate 
some questions of principle in the controversy on free trade and 
protection. The three chapters which constitute Part I state 
these questions and summarise the main conclusions. The suc- 
ceeding Parts give illustrations and verifications drawn from the 
history of several industries—sugar, iron and steel, and textiles.” 

This is a difficult task. It means comparing what has actually 
happened with what would have happened in the absence of a 
tariff. It means estimating to what extent any series of events, 
occurring over time in a changing world, was due to the tariff. 
Inevitably the conclusions reached will depend partly on the 
judgment of the investigator. 
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It is needless to say that Professor Taussig has performed 
this task most admirably. The new chapters maintain the high 
standard of the old. One comment, however, may perhaps be made. 

I feel that in the first Part, and throughout the book, rather 
too much stress is laid upon the effect of Protection on the price 
of the protected product and rather too little upon its effect on 
the directions in which labour’ and resources are employed. 
“The essential and characteristic loss from protection,’ we are 
told, is that “the price to the consumer of the domestic com- 
modity was higher by the amount of the duty” (p. 455). A 
Protectionist might reply that, on the other hand, money incomes 
had been raised by the tariff, so that the net result might be a 
“gain” instead of a “loss.” It seems better to regard “ the 
essential and characteristic loss”’ as this: that consumers, year 
by year, get an assortment of goods and services under Free 
Trade, which they prefer to the assortment they would get under 
Protection. 

In some cases an attempt can be made to “ verify” this. 
Suppose over a period of years consumers’ tastes and methods of 
production remain the same, but the tariff on the products of 
industry A continuously increases. Then we should expect the 
quantity of product per worker to fall in A and to rise in non- 
protected industries, thus showing that the price-changes due to 
the tariff had led to more expansion in A and less in non-protected 
industries than consumers really desired. Thus in Australia, 
from 1911 to 1928, with a rising tariff on manufactures, the 
volume of product per worker increased less than 10 per cent. in 
manufacturing and over 40 per cent. in (non-protected). agricul- 
ture, while resources per worker increased more in the former. 

Professor Taussig’s inquiries, notably in the case of sugar, 
into costs of production inside and outside the protected area, 
alternative uses of land used for growing protected sugar, and so 
on, come to much the same thing and are probably a safer and 
more convincing method of demonstration. 

Part V covers the period 1910 to 1930. The branches of 
production covered are again Sugar, Iron and Steel, Wool, the 
Silk Manufacture, the Cotton Manufacture, and Woolless and 
Worsteds. There is also a chapter on the remarkable develop- 
ment of Rayon. Professor Taussig and Dr. White must have 
done a great deal of work in getting all this new material. More 
than ever, the book is a valuable contribution to the industrial 
history of the United States. 

C. BENHAM 
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Future Trading upon Organised Commodity Markets in the United 
States. By G.Wricut Horrman. (Philadelphia, University 
of Pennsylvania Press; London, Oxford University Press, 
1932. Pp. xvii + 482. 28s.) 


In addition to holding the post of Professor of Insurance in the 
University of Pennsylvania, the author is Consulting Economist 
to the Grain Futures Administration of the United States Depart- 
ment of Agriculture, and, as was to be expected from such creden- 
tials, he has written a book which will remain standard on its 
subject fora long time. His object, he says, has been to describe 
accurately the nature of future trading,” and in this he has fully 
succeeded, giving not only a clear account of the development and 
organisation of the markets, but also of their economic effects on 
manufacturing business. ‘‘ There is perhaps,” he says, ‘‘ no place 
in the world where speculation is carried on with such care-free 
abandon asin the United States. It sweeps along from one object 
of interest to another, invading, at various times and with varying 
degrees of intensity, every economic activity of this country.” 
“ As it is applied to the field of future trading, speculation is an 
attempt to profit from uncertain fluctuations in the price of either 
wealth or rights to wealth. . . . The field of future trading is 
thus a part of the broad field of risk, taking the form of speculation 
for those who assume the risk and the form of hedging or insurance 
for those who transfer the risk of uncertain price changes.”’ ‘‘ In 
the United States, future trading had its origin just prior to the 
Civil War in grain and pork products. Cotton followed in the 
latter part of the sixties, coffee in 1882, cottonseed oil in 1904 and 
raw-sugar in 1914. Since the World War, a long list of products 
has been added, including rubber, cocoa, eggs, butter, hides, silk, 
cottonseed and cottonseed meal, mill feeds, tin and copper. 
Classified by commodities, the list includes at the present time 
(1931) over twenty-five individual products, and the future 
markets for those commodities also number more than twenty-five. 
Their total volume of trading during the year 1929 amounted to 
approximately 42 billion dollars.” 

Confining himself mainly to grain and cotton, Professor Hoff- 
man traces the origin of speculation in grain futures to the practice 
of buying and selling grain by contracts “ to arrive,” which per- 
mitted the possibility of selling “short.” The bulk handling of 
grain at Chicago and the grading of the grain made it possible to 
draw up a standardised contract which formed “an excellent 
instrument for speculation.” In cotton the practice developed 
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in Liverpool of buying and selling supplies in transit, and during 
the Civil War enormous speculation developed which was facilitated 
by the laying of the Atlantic cable; from these practices a formal 
exchange with rules for trading evolved. Two chapters are 
devoted to an account of the marketing of physical grain and 
cotton, and a third to an analysis of the future contract and its 
uses. The emphasis here is laid’on the fact that “in dealing in 
futures one is dealing not in the actual commodity, but in claims 
on or contracts for the commodity.” Such rights may be traded 
in to twenty times the actual crop, but “the crop itself is bought 
or sold perhaps on the average not more than four or five times 
involving the various steps in marketing.” The first part of the 
book concludes with 110 pages on the market structure, the 
organisation of exchanges, trading procedure, and the clearing-of 
future contracts by buying in or selling out—all full of most 
interesting detail. 

Part II, occupying about half the book, deals with ™ price 
aspects and problems of future trading.” ‘‘ Under the present 
plan of marketing and merchandising commodities in which 
future trading plays an important part, cash trade interests 
everywhere depend upon a close correspondence of cash and 
future prices to hedge their trade positions and to determine daily 
the buying and selling limits for their products. In fact, were 
there no necessary and continuing relationship between cash and 
future prices, there would be no economic justification whatever 
for future trading.” “In the larger price movements cash and — 
future prices advance and decline together,’’ because at the end 
“ future contracts can be converted into the cash commodity if 
either the buyer or the seller so desires.” The future market is 
unlimited in its supply of “rights ” and has the greater bulk of 
information, so prices move easily there and cash prices follow 
owing to the habit of hedging cash commitments. Variations 
between cash and future prices arise because as the season ad- 
vances cash prices include a carrying charge for storage, and 
because, since a future provides for the delivery of any of a number 
of grades at the seller’s option, “ the future will reflect that grade 
and class which at any given time is the most profitable to deliver ” 
and, “ as the month of delivery approaches, it will also reflect the 
bottom of this particular grade.” Several grades of a commodity 
are, as already said, deliverable on a contract, but only at additions 
to or subtractions from the price of the basis grade. There are 
various ways in which these differences are fixed and they fre- 
quently disturb the relationship of cash to future prices. The 
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supply of futures being indefinite, the only restriction on volume 
of trading is the amount of margin traders have to put up. As for 
every transaction of purchase there must be a sale, short selling 
is not necessarily bad. It is the manner of trading that may be 
questionable, and large traders do not seem to create prices, but to 
utilise the varying news of the day. 

Hedging is a shifting of risk. If A buys 5000 bushels of wheat, 
he can avoid the risk of a fall in price by selling an equal quantity 
of wheat futures to a speculator. The hedger is thus protected 
against unforeseen major movements in price, but he still retains an 
interest in the relative changes occurring between cash and future 
prices which will determine his profit or loss. Space will not 
permit us to deal with the two fascinating chapters on this subject. 
As to the prospects of the continuance of trading in futures, 
Professor Hoffman points out that it is incompatible with modern 
State-fostered methods of co-operative trading, and that it must 
decline unless reformed by a more adequate code of rules and more 
rigid enforcement of those rules. H. W. Macrosty 


Railway Economics. By K.G.FENELON, M.A., Ph.D. (London: 
Methuen. 1931. Pp. 228. 5s.) 

Transport and Communications. By K.G. Feneton, M.A., Ph.D. 
(London: Pitman. 1931. Pp. 101. 2s. 6d.) 

Dr. FENELON’s book on Railway Economics is a commendable 
introductory manual to the subject. Within the limits of the 
space he has allowed himself, he gives an admirably comprehen- 
sive description of the present organisation of the British Rail- 
ways, and of the services they provide for the trader and the 
passenger. He discusses particularly well the relative merits 
of the “departmental” and “divisional” systems of railway 
administration, and he goes very fully into the many different 
classes of passenger traffic. The reviewer was interested to learn 
that the British affection for small and privately owned wagons 
was more the fault of the traders than of the railways; and he 
confesses to a distinct glow on learning that the G.W.R. had 
recaptured for Britain the world’s speed record ! 

Labour conciliation machinery, the history of amalgamation, 
the Railway Clearing House and the Railways Act of 1921 are 
each discussed adequately, and Dr. Fenelon gives an interesting 
account of early classifications and rate structures. 

The theoretical chapters are concerned chiefly with the theory 
of railway rates. These chapters contain the most valuable part 
of Dr. Fenelon’s exposition, though they are not, perhaps, among 
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the best in his book. In them a theory of railway rates which 
explains why the railways can charge different rates for carriage 
of the different commodities, and not merely why they do, is 
made available in a text-book of railway economics. Dr. Fenelon 
follows Professor Pigou in regarding the railways as a discrimi- 
nating monopoly. He accounts for the classification of freight 
and the charging of differential rates as the attempts of a mono- 
polist to achieve a maximum net revenue within the limits 
permitted by the law. Dr. Fenelon dismisses entirely Professor 
Taussig’s misapplication of the theory of joint-cost to a case 
where the vital condition of joint-supply is lacking, and he 
recognises that Acworth’s principle of “‘ charging what the traffic 
will bear,” if it is to mean anything at all, can only mean charging 
a rate calculated to yield a maximum net revenue under ‘con- 
ditions of monopoly. 

Dr. Fenelon is to be congratulated on having gone thus far 
towards assimilating “railway economics ” to the general body 
of economic thought. It is to be regretted that he did not go 
further, and examine more closely the doctrine of ‘‘ place utilities.” 
On p. 125 he finds the theoretical basis of rate-making in the 
difference in place values. “For example, if the price of a 
commodity were 18s. in A, and its price in B were 15s., the 
maximum rail rate which could be charged would be 3s.” But 
surely the difference in price between A and B may itself depend 
on the railway rate which is being charged? If the railway 
charged more or less than 3s., less or more of the commodity 
would presumably be carried from B to A, and, consequently, 
the price in A, depending, inter alia, upon the supply made 
available there by the rate the railway is charging, would be 
more or less than 18s. This doctrine of “place utilities” pro- 
vides no more than a method of ascertaining the rate a mono- 
polist would charge without looking in his rate-book. It does 
not say how that rate is determined. 

The discussion of the relations of road and rail transport 
contains a good account of the measures of co-ordination the 
railways have been able to adopt since they obtained the Railway 
Road Transport Acts of 1928. But the principles underlying 
the relations of road and rail transport receive scarcely adequate 
attention. The carrying of goods by road to-day presents a case 
of almost pure competition. The railways present a case of 
monopoly, “simple ” (in Professor Pigou’s language) by nature, 
but permitted a certain degree of discrimination by the law. 


The margin of competition between road and rail at present must 
T2 
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therefore be largely arbitrary. It will depend upon the relation 
of the rate-structure of the railways, i.e. upon the classification 
of freight and the scale of differential charges, as determined by 
the law, to the costs of carrying each class of goods by road, 
determined by the free competition of road hauliers. The signi- 
ficance of this arbitrary element in the situation is not examined. 
It may imply that a solution of the problem is only to be found 
in a complete break from past practice, possibly in the direction 
of the abolition of the classification. 

Dr. Fenelon deals concisely with railway electrification and 
the Weir Report. Finally and impartially, he considers State 
ownership and operation of railways. 

In Transport and Communications Dr. Fenelon attempts to 
cover the whole field of his subject; shipping, railways, roads, 
canals, post offices, telephones and telegrams. The space avail- 
able is, however, far too small for anything more than a very 
superficial survey. The book should serve well to refresh and 
stimulate the memories of those about to enter the examination 
room. For the unlearned, it suffers from too great a condensa- 
tion to afford more than an outline of the subject dealt with. 

G. J. WALKER 
University of Birmingham. 


Planwirtschaft und Verkehrswirtschaft. By LANDAUER. 
(Miinchen und Leipzig: Duncker und Humboldt. 1931. 
Pp. 223. 9m.) 

THIRTY years ago, the most distinguished academic repre- 
sentatives of economics—on the Continent of Europe at any 
rate—were, in the majority of cases, in favour of some form of 
State Socialism. To-day they are predominantly liberal: in the 
classical sense of the word. On the other hand, thirty years ago 
Europe was still in the age of laissez-faire capitalism. Since then 
we have witnessed a tremendous extension in the scope of State 
interference—legislative regulation in the sphere of prices, pro- 
duction and distribution—and a similar growth of monopolised, 
or virtually monopolised industries. It is this contrast between 
the theoretical strengthening of the liberal case and the growing 
decline in the practical application of its ideas which has prompted 
Dr. Landauer to write his book. The author (who is apparently 
an exception to the rule he himself formulated, as he is a 
theoretical economist and a Socialist at the same time) proceeds 
at first to examine how far the free play of economic forces in 
present-day capitalism secures that maximisation of individual 
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satisfactions from a given quantity of means, the assurance of 
which is the chief raison d’étre of any economic system; and if 
it does not, what are those “ anti-productive ’’ phenomena of the 
actual Exchange Economy which prevent it from functioning in 
accordance with the ideal type of Exchange Economy presented 
in theory. He then proceeds to set out the outlines of a “‘ Planned 
Economy,” a system which would be free from any of the grave 
objections raised from the theoretical side against a collectivist 


' system of production. Finally, he points the way to the practical 


realisation of his ideas. The book is therefore at once critical and 
constructive. 

As far as the first part is concerned, one can find little to dis- 
agree with—little, at least, that is important for the main trend 
of his argument. Dr. Landauer’s main thesis is that, as ‘time 
proceeds, the capitalist system becomes progressively less well 
adapted to the task of adjustment to the continuous changes of 
data; not on account of external limitations upon its working, 
but for causes inherent in it. His main concern is the problem © 
of monopolies. According to the author, the tendency to mono- 
polistic combinations is inherent in the competitive assumptions 
of theory; there being a permanent source of instability arising 
—quite apart from peculiarities in the technique of production— 
from the fact that all producers can derive a net advantage from 
limiting output to the optimum monopoly point; and they will 
show a tendency to do so, once the true and permanent advantage 
of combination is recognised. “It is illogical to assume that an 
Exchange Economy develops to perfection within the practical 
limits and yet excludes monopolies. One thus assumes that 
there is a perfect communication between buyers and sellers, 
while any understanding between the different sellers is prevented.” 
The answer to this—by no means new, but very attractive— 
argument is, that under assumptions of theoretically perfect com- 
petition not all producers can derive a net advantage from com- 
bination; as each producer supplies only an infinitesimal part 
of the total output, every limitation of output presupposes the 
exclusion of some producers, and these, whoever they should be, 
will not be parties to the bargain. Secondly, even if this factor 
is disregarded, perfect competition assumes perfect mobility from 
one industry to another; so that producers in other industries 
exposed to competition will have a net advantage in entering the 
field of monopolised industries. Dr. Landauer’s argument would 
require, therefore, an understanding not only between all pro- 
ducers in one industry, but between all producers in all industries ; 
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in that case, however, the advantages of monopolistic combina- 
tion would largely cancel each other out. (Largely, but not 
entirely. The latter would require the assumption not only that 
all producers are also consumers, but that all consumers are 
entrepreneurs.) Such a situation would not be stable either, 
unless we assume that the life of each individual firm is unlimited. 
In case it is not, some firms may derive a net advantage in break- 
ing away from the combination, as, within the limits of their life- 
time, the immediate gains made by charging lower prices may 
more than outweigh the permanent loss caused by the return to 
competitive conditions. 

Both these objections fall to the ground, however, once the 
assumption of theoretically perfect competition is dropped and 
the actual situation is considered, where the optimum output of 
the individual firm is not an infinitesimal part of the total output. 
The larger this optimum in relation to the output of the industry 
as a whole, the greater the proportion of overhead costs to prime 
costs, and the higher the initial expenses of a firm in relation to 
its total expenses, the more important is the practical implica- 
tion of Dr. Landauer’s argument. Neither our first objection 
(that combination requires the elimination of some producers) 
nor the second (that combination will call forth the entry of new 
competitors from outside) will then be necessarily effective. We 
can agree with the author, therefore, that as technical progress 


causes a growth in the size of the “ equilibrium firm,” we have 


to expect a growing monopolisation of industries. 

In the following sections, dealing with the effects of mono- 
polisation, the shortcomings of our existing theoretical knowledge 
become more strongly felt. What are the effects of a general 
tendency towards monopoly? Does the system under such con- 
dition still tend towards a stable equilibrium? If so, what kind 
of equilibrium? Would it still represent an “ optimum ”’ distri- 
bution of resources? Economic theory is not yet able to give a 
clear answer to such questions. The theory of monopoly, as 
we know it, assumes monopoly of a single industry, surrounded 
by a sea of competition; and in the circumstances it is little 
more than a scientific toy. A general theory of monopoly, in- 
vestigating the conditions of equilibrium when all producers, or 
all consumers, or all owners of productive agents, or any com- 
bination of these three, are monopolised, is still lacking. Yet it 
is clear that only with the aid of such a theory can we examine 
the effects of growing monopolisation on the economic system. 
Dr. Landauer seems undoubtedly right in saying. (in reply to 
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Dr. Georg Halm’s argument in Die Konkurrenz) that monopolisa- 
tion diminishes the social dividend; because the factors which 
are released in the monopolised industry can only find employ- 
ment in less productive uses. The greater the number of mono- 
polised industries the less can the actual distribution of resources 
be said to correspond to an optimum distribution. And it is not 
clear whether under conditions of complete monopolisation all 
factors can find employment. It is true that every fall in “‘ factor 
prices,” e.g. wages, pushes the optimum monopoly point “farther 
to the right,”’ but it is quite possible that the level of wages at 
which all labour would be employed is well below the subsistence 
level. 

There is a series of other problems arising out of the pheno- 
menon of monopolisation (e.g. unemployment, a slowing down of 
technical progress, lack of flexibility, growing cyclical sensitive- 
ness of the system) with which Dr. Landauer deals more or less 
effectively. But even if these are disregarded, the argument 
presented above is sufficient to diminish very greatly the theoreti- 
cal case for a free Exchange Economy. 

Unfortunately, in the constructive parts of his book, Dr. 
Landauer has not been so successful. As is well known, the im- 
portant theoretical objection against a Collectivist Economy— 
disregarding the purely technical side of the problem, such as 
difficulties of efficient management—is not that it will not be 
able to reach a position of equilibrium (meaning by the latter 
that all supplies, at existing prices, are equal to all demands and 
all factors are employed), but that it can reach too many such 
positions (precisely an infinite number), and it has no means of 
choice between them. The Socialist planning authority can 
equilibrate supply and demand by changing the price-relation- 
ships, or changing the relative quantities produced (or both); 
but it will not be able to decide unequivocally when to adopt the 
first policy and when the second. Even if we assume that a 
“free market”? for consumption goods can be preserved, the 
methods of producing these goods will have to be decided arbi- 
trarily ; as the Socialist producer cannot, even if he tried to, find 
out the true displacement costs of the factors of production. 
This problem, which emerged as soon as the conception of “ real 
costs ’’ was abandoned, has so far proved insoluble. Dr. Landauer 
deals with it in a separate chapter, but his suggestions can hardly 
be regarded as anything more than a naive attempt to conceive 
the hypothetical constructions adapted, for purposes of abstrac- 
tion, in order to simplify reality, as if they were describing reality 
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itself. Imputation under Socialism, according to Dr. Landauer, 
can be secured in the following way : “ One calculates how many 
tons of coal, how many millions of labour days, how many 
millions of acres of land, etc. are at the community’s disposal 
every year; and one tries to find the optimum distribution by 
shifting every good from one employment into another until 
its optimal contribution is really reached.” It is hardly necessary 
to point out that (i) in a modern, developed system, consumption 
goods are not produced from “ available’ means of production 
directly, but only indirectly, through producing a host of other 
production goods, whose justification again depends on the 
relative scarcity of the original means of production; (ii) the 
differences between the productivity of the same factor in different 
employments can only be decided when the price of the factor, 
or at least the reaction of the movement of that factor on the 
price-structure of consumption goods, is already known. As how- 
ever, it is, the discovery of the “true prices’ which this pro- 
cess of trial and error intends to secure, the one can be deduced 
from the other only by the aid of a circular argument; (iii) in 
order to find out anything at all in this way, the different factors 
must be moved simultaneously, and not alternatively. If two 
industries, A and B, employ the same factors « and 8, the results 
might be entirely different if only « is moved from A to B or if 
a and § are moved simultaneously in opposite directions. So 
long as ‘“‘ factor movements” are carried out alternatively (i.e. 
under not simultaneously valid conditions) the results disclose 
little about the true situation; while if all factors are moved 
simultaneously, any attempt to deduce factor-prices from the 
existing price-relationships of consumption goods becomes im- 
possible; (iv) even if the above objections did not hold, such 
a process of trial and error would prove to be absurdly uneco- 
nomical, as all factors would have to be tried in all employments ; 
and carrying factors from one employment into another involves 
a special cost—even in a Socialist State. 

Nor can one regard as anything more than a naiveté Dr. 
Landauer’s other idea that the Socialist State should impute at 
first to the factors of production the same values which were 
imputed to them under Capitalism. Socialism, if the term means 
anything at all, involves a change in the distribution of income ; 
and a change in distribution always involves a change in the 
relative scarcity of the factors. The prices which factors received 
under Capitalism afford, therefore, no guide whatever to their 
true displacement costs under Socialism. 
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It is impossible to do justice, within a brief compass, to the 
host of ideas raised by Dr. Landauer in this connection. The 
chapters dealing with Socialism act more as a deterrent, in reveal- 
ing the true magnitude of the problem, than as a stimulant, in 
suggesting solutions to it. In fact, if one re-reads the first part 
of his book in the light of the second, all, or nearly all, the objec- 
tions raised against an Exchange Economy seem to hold, with still 
greater force, against a Planned Economy. If Dr. Landauer 
succeeds in destroying one’s belief in the capitalist system— 
the first part of his book provides easily the best criticism of 
Capitalism written in late years—but seems to fail entirely in 
making out a case for an alternative, this is more to be regarded 
as a merit than a deficiency of his work. It is due to the scientific 
spirit in which the whole inquiry is conducted; a spirit which, 
despite the strong Socialist beliefs of the author, is remarkably 
free from political adulteration of any kind. And even if one 
cannot accept his conclusions, with the spirit of Dr. Landauer’s 
work one can only have the strongest sympathy. 

London School of Economics. N. Kapor 


New Survey of London Life and Labour. Vol. II: London 
Industries, I. (London: P. 8. King & Son, Ltd. 1931. 
Pp. xvi + 492. 17s. 6d. net.) 


THE selection of occupations included in this volume is of 
special interest, since they bear particularly on some of the most 
interesting and significant problems of London industry. Thus 
they include the main seats of the sweating, or one might almost 
say, the former sweating, system in the Clothing, Furniture and 
Boot industries. Casual Labour is represented by the Building 
industry and the Docks; and the treatment of the latter industry 
by Messrs. Lascelles and Ruck is perhaps the most attractive and 
readable in the book, interesting as are, to mention only two, the 
descriptions of Engineering by Mr. Turnbull and Domestic 
Service by Miss Collet. Moreover, the conditions in the Docks 
as here described show that evils emphasised by Mr. Lascelles in 
Dock Labour and Decasualisation in 1924 are already in course 
of being dealt with now, and that remedies which he and his 
co-author Mr. Bullock then proposed are being put into operation 
in London with some measure of success. Again, the effects of 
mechanisation and mass production are well illustrated both by 
the Engineering and Metal trades, which provide one of their 
chief fields, and, by contrast, by industries less adapted to their 
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use, such as Building. Finally, the vexed question of domestic 
service is interestingly treated. 

The technical problem presented by the width of the field has 
been excellently met by the utilisation of individual investigators 
for the separate industries, whose work is co-ordinated and edited 
by the Director and Secretary. The result is to preserve the 
individuality of the detailed treatment and yet to give an essential 
unity to the whole. The admirable introduction by the Director 
contributes greatly to this, and serves to bring into due prominence 
the salient features of the existing position. 

The treatment of individual industries follows largely the lines 
of the Booth Survey, thus facilitating comparison of individual 
trades at the two dates. The inquiry is not limited to the County 
of London, but extends to the whole of the Greater London area. 
Certain features of the previous Survey are lacking, notably the 
details as to housing, and the summaries of earnings of workers in 
individual trades, which showed the percentages obtaining different 
levels of income. But some omissions are inevitable in view of 
the more restricted space, since the intention appears to be to 
cover the industries of London in two volumes instead of the four 
of the Booth Survey; and in certain other respects the statistics 
are more complete in the present inquiry. The information on 
individual industries is clearly and interestingly presented; but 
in the case of the Clothing trades, with their numerous 
sub-divisions, a concentration of the wages information into 
a single section might perhaps not only have saved space, but 
also given a clearer picture of the position in the industry as 
a whole. 

The Survey of individual industries confirms the conclusions 
of the first volume as to the general improvement of labour 
conditions in London; and further suggests that the greatest 
improvement has taken place where it was most needed. Thus not 
only have skilled real wages improved by 14 per cent. and unskilled 
by 28 per cent. between 1890 and 1930, but the improvement has 
been even more marked in the sweated industries. In many of 
the Clothing trades, for instance, the advance in real wages 
between 1906 and 1930 was as much as 40 per cent., and in these 
trades women’s earnings are now not only well above the poverty 
line, but even exceed the figure laid down by Mr. Rowntree of the 
Human Needs Minimum for a single woman. Incidentally, one 
result of the Trade Boards Acts is that home work has ceased in 
many cases to indicate severe poverty and often provides a means 
of improving family standards or meeting special needs. There 
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appears, indeed, to have been a general levelling up of wages, with 
the consequence that liability to severe poverty has been reduced 
even more than in proportion to the increase in real wages. With 
domestic servants, for instance, wages were definitely lower in 
households having one or two servants in 1894-6 than in those 
keeping five or more, but the difference has now been very 
much reduced, and servants’ wages in this respect are much more 
uniform. 

Nor is this the only direction in which improvement has taken 
place ; for both Sir Hubert Llewellyn Smith’s Introduction and the 
relevant section emphasise the immense advance in the conditions 
of Dock Labour. Indeed, both express a doubt whether the 
present very favourable position of the docker relatively to other 
trades can be permanently retained. Nevertheless, the change 
is remarkable. ‘“ Irregularity of work has always been a feature 
of dock labour, but at least the irregularity is diminishing. The 
improvement in conditions is general. The docker is no longer a 
social pariah and his trade is becoming one to which fathers are 
glad to put their sons.” Moreover, there is a corresponding 
change in the character of the dockers. ‘‘ The Transport and 
General Workers’ Union can claim credit for many improvements 
in conditions in London. But perhaps its greatest achievement 
is to be found in the greater self-respect and discipline of its 
members. Dockers of to-day realise that they are no longer the 
failures of industry, but members of a responsible organisation.” 
The volume also contains references to excellent relations between 
the Unions and the employers in other industries. 

Generally the improvement in Dock Labour suggests doubts 
as to whether the industry is now as seriously at fault in regard to 
casualisation as is sometimes suggested. Admittedly a great deal 
still remains to be done, before the position in this respect is 
entirely satisfactory. But the Registration Scheme has done 
much to check the evil. Further, stands for engagement of labour 
in the Port have been reduced to 200 from the pre-war 500, though 
this is still far from the total of fifty, which the late Mr. Orbell 
suggested as a practical minimum figure. The Survey also argues 
that really severe under-employment has been greatly reduced, 
and that the privation and degradation, which accompanied the 
pre-war system, have now been largely removed even from the 
most irregularly employed, thanks to unemployment insurance. 
Indeed, this result in the Docks, like the evidence given by Mr. 
J. F. G. Price before the Unemployment Insurance Commission as 
to its effects in averting severe distress in the textile industries, 
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supports the view that the proper course to take with the short- 
time system of unemployment insurance is that of reform rather 
than of abolition. 

Certain other features may be briefly referred to. In the 
- Building industry, ably described by Mr. Hugh-Jones, the system 
of tendering involves uncertainty as to the amount of work which a 
firm will obtain and variations in the type of it from contract to con- 
tract, thus preventing the keeping of regular staffs and aggravating 
irregularity of employment. Indeed, since the war certain 
influences have tended to increase irregularities. Possibly, how- 
ever, the writer does not emphasise enough the growing specialisa- 
tion of particular branches of the trade, which should permit of 
greater regularisation of work, though it is doubtful whether it 
has in fact done so. 

Present wage arrangements in the industry are interesting in 
providing that unskilled wages shall be not less than 75 per cent. 
of the normal skilled rates. This represents an advance on pre- 
war, when the proportion was about two-thirds. The change 
illustrates the increasing strength of the labourers’ organisation, 
and wage relations in the industry generally suggest that the 
skilled organisations are mindful of the interest of the other 
grades, and that the adjusting of wage rates within the industry is 
successfully dealt with. The arrangement also indicates a possible 
basis for relating skilled to unskilled wages, and, if this relation is a 
correct one, it implies that pre-war unskilled wages were unduly 
low and that post-war changes have tended to bring about a 
desirable rectification. In the industry as a whole real wages 
since 1890 are calculated to have risen rather less than the average, 
so that the sheltered nature of the industry does not seem, at 
present at any rate, to have increased its wages unduly. 

The growth of mechanisation, specially noticeable in the Metal 
trades, has been found to have many favourable results. Some- 
times it involves the disadvantage of a loss of the benefits of 
laboriously acquired manual skill, but even here there are com- 
pensations. It has created a new, if small, class of workers of the 
tool-setter and tool-fitter type, more highly skilled than the 
ordinary craftsmen, and the new types of machine-worker often 
replace less skilled types, with a consequent gain in skill. More- 
over, mechanisation by permitting easy and accurate measure- 
ments of work, has largely removed the older Union objections to 
piece-work, and has facilitated the extension of payment by 
results, thus contributing a further influence to increase real 
earnings. Again, mechanisation, as in the Clothing industry, has 
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reduced irregularity of employment and especially seasonal 
fluctuations, both by reason of the need of keeping machinery fully 
running and by increasing opportunities of making for stock. A 
special case of interest is provided by the West End Millinery trade. 
“ As recently as 1912, the numbers employed in August were about 
half those employed in May; but, owing to the much wider field of 
employment now open to girls, there is a shortage of skilled female 
labour in the trade and every effort has to be made to keep staffs 
together in the off season.” Further, growth of large-scale factory 
production has not only led to an improvement in general con- 
ditions, but has greatly contributed to make the higher wages of 
the Trade Board trades fully effective and without loss of industry 
and employment. A few of the smaller Clothing trades, like 
leather-dressing and artificial flower making, have indeed declined, 
but this is attributed to influences, such as changes of fashion, 
quite independent of the Trade Boards. 

The general improvement in London conditions is due partly 
to general influences at work to reduce poverty, and partly to the 
improvement in the economic and industrial position in London, 
compared with the Booth Survey. For at the earlier date London 
unemployment was above the average of the country, whereas in 
recent years the position of London has been definitely better than 
that of the country as a whole. Moreover, the tendency latterly 
has been towards a general expansion of London industry, largely 
by the growth of new industries in the outer ring of London. This 
is specially noticeable in the Metal trades, of which the Booth 
Survey declared : “ London is becoming more and more a repair 
shop,”’ and “only under special circumstances can a bona fide 
London manufacturer secure the order.” But the present volume 
points out that ‘‘ London is now becoming not less and less, but 
more and more, a centre of the engineering and metal industries.” 
Various causes are at work. The recent growth of new industries 
producing consumption goods draws our manufacturers to the 
neighbourhood of the big London market, cheap transport and 
power facilitate development in favourable conditions on the 
outskirts of London, and there are various other influences 
summarised in the chapter on Engineering. The whole of the 
new developments are well brought out in the volume under 
review, which is a valuable addition to our knowledge industrial 


and economic. 
N. B. DEARLE 
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The Social and Economic Aspects of the Drink Problem. By Prog. 
A. L. Bowtry, Pror. A. M. Carr SAuNDERS, SIR JAMES 
Hamitton, Sir JoHN Mann, Mr. B. ROwn TREE, 
Mr. Rowntree, Epa@ar Sanpers, Mr. F. D. 
Stuart. (London: Victor Gollancz, Ltd. 1931. Pp. 180.) 


Tuts book is the work of a Committee formed, before there 
was any prospect of a Royal Commission on the subject, to inquire 
into the social and economic effects of the consumption of alcohol 
in Great Britain. Another Committee similarly appointed to 
deal with the medical aspects of the problem had already published 
its conclusions. 

The present volume deals with the bearing of drink on indus- 
trial efficiency, and the relations between drink and poverty, and 
drink and crime—an ambitious programme undertaken with 
due regard to the difficulties involved. The chief problem was 
to secure impartiality, since the majority of persons interested in 
the subject are concerned either to prove that drink is the cause 
of all evil, or to explain away its apparent consequences. The 
Committee, therefore, chose both their field of action and their 
investigators with the greatest possible care: they appointed 
experienced and responsible persons and they selected districts 
with a representative diversity of population. They carried out 
detailed investigations in the Clydeside shipbuilding area, in 
various colliery districts in the North and Midlands, among the 
iron and steel workers at Middlesbrough, in the seaport of Liver- 
pool and in the industrial cities of Leeds, Coventry and Luton. 

Statistics quoted in the text and further elaborated in the 
Appendix show that the consumption of alcoholic drinks has 
diminished steadily and progressively since 1914. This change in 
the drinking habits of the population the Committee attributes 
mainly to the increase of prices consequent on heavy taxation, 
and the restricted hours of sale, and in a minor degree to low 
earnings and the presence of counter-attractions. In estimating 
the connection between sobriety and industrial efficiency, the 
investigators consulted Directors, Managers, Works foremen and 
Trade Union officials. The almost unanimous verdict is that 
there has been a large reduction in the consumption of alcoholic 
liquor, that even “ occupational ”’ drinking in heavy work tends 
to decline, and that the younger men more especially have changed 
their outlook and improved their standards of dress, manners and 
conduct. It is claimed that the improvement is in a large measure 
permanent ; that increasing prosperity would not cause a set-back, 
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and that there is little prospect of a spontaneous demand from the 
rising generation for the abolition of the present restrictions. The 
writers cautiously conclude that under the conditions which 
prevail to-day “drink is not, directly and prominently, seriously 
impairing industrial efficiency.” 

Owing to enhanced prices the decline in consumption has not 
resulted in a saving of expense to the individual or the nation. 
A large proportion of skilled workmen are said to spend from three 
to five shillings a week on drink, while an expenditure of five or 
six shillings per week ‘“‘ from the dole”’ is not uncommon. The 
highest expenditure in relation to family income is to be found in 
the homes of the unskilled labouring classes. The conclusion 
arrived at is that drink is wholly or partly responsible for 25 per 
cent. to 30 per cent. of the poverty of a working-class district. 

To assess the relationship between drink and crime, the Com- 
mittee analysed the records of 9,341 prisoners in the Staffordshire 
area between 1911 and 1913; and investigated 198 cases of various 
kinds of crime in Liverpool, 183 in Leeds and 113 in York. They 
also inquired into 300 matrimonial court cases. Finally, a docu- 
ment was prepared on behalf of the Committee, by the Governor 
of one of H.M. prisons, dealing with the crimes of 250 “star ”’ 
convicts, i.e. first offenders convicted of serious crimes. The 
conclusions drawn from the evidence was that of “‘ common 
offences” 40 per cent. are attributable directly or indirectly to 
drink, of crimes of violence 25 per cent., of matrimonial cases 25 
per cent., of cruelty to children cases 15 per cent. and of cases of 
assault and wilful damage 50 percent. Professional burglars are, 
however, necessarily abstemious. 

The impartiality of the writers of this very interesting human 
document is beyond question, but it may still be asked whether 
the methods chosen are fool-proof, and whether the evidence is 
sufficient to bear out the conclusions. In the chapter on Indus- 
trial Efficiency, which forms the major part of the work, the bulk 
of the evidence consists of the opinions of persons consulted. 
The writers do not claim that their methods of investigation are 
more than “‘ the best possible in the cireumstances,’’ but state that 
the evidence on which they rely, though perhaps not “ strictly 
objective in character,” yet “ possesses objective reality of an 
impressive kind.” The difference involved in this distinction is 
perhaps not very apparent, but the reader who studies the 
evidence—and it will repay study—finds the weight of opinion so 
considerable, and the conclusions so cautious and restrained as 
to be thoroughly convincing. H. REYNaRD 
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The Costs of the World War to the American People. By Joun 
Maurice Cuiark, Professor of Economics in Columbia 
University. (New Haven, Yale University Press; London, 
Oxford University Press, 1931. Pp. xiii + 316. 21s. 6d. net.) 


Tuts volume in the “‘ Economic and Social History of the World 
War,” promoted by the Carnegie Endowment for International 
Peace, is a study of war costs and, therefore, as the author says 
“is either a relatively simple matter of tabulation and fiscal 
allocation, or else it is an economic problem of insoluble difficulty, 
one which no volume can master and no series of volumes exhaust.” 
Fiscal payments, accordingly, are “regarded as of little significance 
in themselves, their chief importance being as evidence of the 
outpouring of goods, the diversions of productive power from peace 
to war uses, and the sacrifices of the people, all of which constitute 
the more important realities behind the sums of money which serve 
to call them forth.”” Treating his subject primarily in a historical 
manner, Professor Clark skilfully avoids both the sterile and the 
impossible, and succeeds in conveying an adequate representation 
of the magnitude of a national effort and of its immediate and 
continuing cost. 

In the Introduction several questions are raised, of which the 
most important is, “‘ Has our post-war economy been built upon a 
basis which will have to be revised downward before we can 
resume development on a sound and normal basis? The over- 
whelming probability seems to be that this is the case.” The 
first three chapters sketch the position of the United States before 
the War, during the period of neutrality, and during the war- 
period. In 1913-1914 the country showed abundant prosperity 
and a rising trend of production and income which would probably 
have risen to a greater height even if there had been no war. 
The outbreak of war immediately deepened the existing minor 

depression and produced a great disturbance in the financial world, 
but these first results were followed by an enormous increase of 
exports, paid for in gold, in the repatriation of American securities, 
and in loans from private American sources. Those years were 
highly profitable. ‘‘We were able to lend Europe our products 
(in effect), to restore our flow of home investments to a satisfactory 
normal level (or possibly more) and in any case to a level far above 
that of 1914, and to have more left for consumption than ever 
before, even on a per capita basis.” “Including the armed 
forces, the War absorbed probably over 20 million person-years, 
or more than half of one year’s normal gainfully employed man- 


ets 


19: 
: 
del 
ant 
88) 
pa: 
ou 
pel 
im 
Th 
Fi 
mi 
th 
| th 
en 
fai 
pr 
sh 
co 
| co 
de 
(s 
| in 
pe 
ul 


1932] COSTS OF THE WORLD WAR TO AMERICAN PEOPLE 289 


power for the country as a whole.” There was much waste and 
delay, due to lack of preparedness, but business profits were high 
and a great impetus was given to standardisation. “It appears,” 
says Professor Clark in an earlier chapter, ‘“ that an appreciable 
part of the cost of the War to the country as a whole was borne 
out of increased production and real income during the war 
period. Including the profitable period of our neutrality, this 
compensation might amount to more than one-third of the 
immediate war costs. Omitting the profits of neutrality, not 
more than one-fourth of the immediate war costs would be offset.” 
The “aftermath of war” is the theme of the fourth chapter. 
First, the boom that followed on the world’s need for replenish- 
ment of supplies absorbed the majority of the ex-service men, but 
the abnormal profits that were secured and the steeple-high prices 
that resulted led to over-investment and over-speculation which 
ended in a crash with 5,000,000 workers unemployed. Prices 
and costs were brought down “to a level which proved to be 
fairly stable up to 1929; and ushered in the period of post-war 
prosperity. This, despite depression in agriculture, coal-mining, 
shipbuilding, and other industries, and a considerable amount of 
continued unemployment, has been the greatest prosperity any 
country has ever known.” The causes are ‘“‘ to a considerable 
degree conjectural,” but include the new doctrine of high wages 
(strengthened by restriction of immigration and prohibition) and 
instalment selling. One war legacy that developed during this 
period is the rise of the United States as a creditor nation, with the 
ultimate inevitable result of an alteration in fiscal policy. 

The bulk of the volume is occupied with discussions of particular 
problems, from which it is difficult to quote without incurring 
grave risk of misrepresenting both the facts and the author's 
conclusions. The headings of the chapters will indicate the scope 
of the treatment. They are: ‘The Nature of War Costs” 
(two chapters); ‘‘ The Evidence of Fiscal Outlays”; “State, 
Local, and Private Expenses”; ‘‘ How the Burden was Borne ” 
(‘it is an undoubted fact that this country bore the burden of the 
War without any marked or serious privations for the people as a 
whole”); ‘The Displacement of Man-Power”’; “Shifts in Man- 
Power vs. Shifts in Income”; ‘ Effects of the War on the 
National Dividend ”’; “‘ The Toll of Death and Disability ’’ (two 
chapters); ‘The War and Agriculture”; “The War and the 
Railroads’; ‘Shipping and Shipbuilding”; “The Northern 
Migration of Negroes”; ‘Munitions and Allied Industries ”’ ; 
“ Other Industries”; “‘A Final Summary.” In addition, two 
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appendices give a “ Treasury Estimate of War Expenditure ” and 
“ Calculations of Economic Loss through Death and Disability.” 
The chapter on the National Dividend is peculiarly interesting 
and inconclusive. ‘‘ The figures afford no evidence that the 
national dividend in the period of active hostilities was either 
raised or lowered as a result of the War, and no sure evidence that 
our post-war prosperity was either greater or less than it would 
otherwise have been. They do afford convincing evidence that 
the national dividend in 1921-1922 was far below normal, and 
that this depression was not offset to any material extent by 
supernormal productivity in the years just preceding. And 
this depression was a direct sequel and result of war conditions.” 
Regarding the subsequent prosperity, “‘ probabilities seem to point 
to the conclusion that the War did play some part in setting up 
the conditions which carried our national dividend to heights it 
might not otherwise have reached in the same time, and that it 
thus made partial amends for its depressing effect on our total 
national income from 1917 to 1922. On the other hand, these 
conjectural gains seem destined to be more than neutralised by the 
results of the present depression, which also has claims to being in 
’ large part a war sequel.” “It is only fair,” the author adds, “to 
charge as part of the post-war deflation ” the fall in prices which is 
the special feature of the present depression, and “‘ it is possible that 
from now on we shall begin to bear for the first time one of the 
serious after-effects of the War from which we have hitherto been 
protected : namely, the diminished buying power of our customers 
in other countries. How long this remains a serious burden 
depends on the speed and completeness of the economic recovery 
these other nations make. To facilitate this recovery, even at 
some present sacrifice, is one of the wisest things this country could 
do, in its own selfish interest. To cripple it or allow it to be 
crippled through failure to co-operate, would be the most calamit- 
ous of policies for the United States.” H. W. Macrosty 


The Iron and Steel Industry in the United States. By E. D. 
McCatium, M.A. (London, P. 8. King & Son, Ltd., 1931. 
Pp. 333. 12s. 6d.) 


THE author, who is now Lecturer in Economics at Armstrong 
College in the University of Durham, states that he collected most 
of the material for this book during his tenure of a Rockefeller 
Fellowship in the Social Sciences in 1927-1928 in the United 
States. Much of the ground covered is familiar, as the titles of the 
chapters show—“ The Processes of Production,” “‘ The Structure 
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of the Industry,” ‘‘ Industrial Combinations,” “The Marketing 
of Iron and Steel,” ‘‘ Labour,” ‘‘ The Relations of Employers and 
Employed,” “ Rationalisation.” Nevertheless it is always useful 
to have a fresh review, especially of an industry which, as the 
author says, has come to be regarded as “‘ the best index of general 
business conditions in the United States,” and up-to-date-ness, 
which is found in this book, is essential to the usefulness of essays 
in descriptive economics. The author is to be commended for the 
use he has made of the data contained in the Census of Manu- 
factures reports, in the reports of the Federal Trade Commission, 
in those of the Secretary of Commerce, and in other official 
documents. 

The salient fact about the enormous development of the 
industry in the United States is that the industry works essentially 
for a free-trade market of dimensions unknown elsewhere and 
that only about 5 per cent. of the output is exported. Chapter 
VI, which deals with marketing, will probably contain most 
novelty to most readers. Railways, building and constructional 
work, and the automobile industry accounted in nearly equal 
proportions for 51-5 per cent. of the consumption of steel in 1929, 
but railways have been losing and automobiles gaining importance 
as consumers; oil, gas, water, and mining came next with 10-5 
per cent. In 1925 the consumption of steel per head of the 
population was 2} times as great in the United States as in the 
United Kingdom. About 85 per cent. of the steel output is sold 
direct by the steel companies to the consumers, and while the 
United States Steel Corporation relies on decentralisation of sales, 
the Bethlehem Steel Corporation centralises its business. Both 
methods have proved efficient, and warehouses are maintained in 
different parts of the country for ease of immediate delivery. 
“To the sales organisation there is frequently added a market 
research department. It is the function of this department to 
record and study changes in general economic conditions, to look 
out for market possibilities and to keep the sales department fully 
informed of its findings with the object of furthering the sales of 
the company’s products.” The jobbers or merchants are mainly 
engaged in “‘supplying the needs of the small consumer immediately 
on demand.” They finance the small buyers and spread a good 
deal of the risk of production; the steel companies find it more 
advantageous to leave small orders to them. Import trade is 
handled by private merchants, and the increase in receipts of pig 
iron from India in 1924 and 1925 alarmed Eastern manufacturers 
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seventy-five cents to a dollar and a quarter a ton. “ The growth 
of the export trade,” says Mr. McCallum, “is to be attributed 
largely to three factors, namely: (1) greater productive efficiency, 
(2) improvements in export organisation, and (3) the deliberate 
adoption, mainly by the United States Corporation, of a policy of 
export dumping. . . . With regard to the third, there is no 
doubt that the Steel Corporation has systematically dumped its 
products in foreign markets. . . . Much of its business has been 
secured by systematic dumping made possible by the partially 
monopolist position which the Steel Corporation maintains in the 
domestic market.” Practically every steel-making company is 
included in the Steel Export Association of America, formed in 
1928 in order, inter alia, to avoid extreme price-cutting in foreign 
markets and to define clearly areas of influence regarded as belong- 
ing primarily to the producers of one nation as against those of 
another. 

Mr. McCallum is sceptical about the results of combination in 
the iron and steel industry of the United States. He thinks that 
their huge size may, “through lack of opportunity for training in 
the function of management, hinder the development of a high 
order of business ability.” He suspects insufficient care in 
regulating capital expenditure and thinks that the elaborate 
machinery of control imposes a heavy financial burden. The 
expected economies of combination have not been realised, and 
evidence is available that in the case of the large concerns, “ to 
judge from the return which they secure on their investment, 
they have proved less successful than smaller ones,” a view which 
the movement of stock prices shows to be held on the stock 
exchanges. Again, “by far the greater part of the new con- 
struction work in the industry has been made by the smaller 
companies,” and during the post-war period the four greatest 
steel-making concerns contributed only 1,350,000 tons towards the 
total increased capacity of 5,000,000 tons. 

“ Paternalism” and “ autocracy”’ afflict the relations of 
capital towards labour, but interest will be found in the documents 
in the appendices dealing with the ‘company union” of the 
Bethlehem Company and the employee stock-owning plan, of the 
Steel Corporation. 

One final quotation of general bearing, relating to tie utility 
of statistics, may be permitted: ‘It is no exaggeration to say 
that in the iron and steel industry the time has already come 
when a business man is able, in the words of the Secretary of 
Commerce, ‘ to determine the exact position of his industry in 
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relation to production, stocks, orders, sales, conditions of sources 
of supplies, the consuming market, credit, business activity, and 
broad economic currents—both at home and abroad—which may 
influence the conduct of his particular occupation.’” Of how 
many British industries can the same be said, and how long will 
business men be content to stumble along in unco-ordinated 
competition, ignorant of the relation of their particular operations 
to the condition of their industry as a whole ? 
H. W. Macrosty 


Economic Development in the Nineteenth Century. France, Ger- 
many, Russia and the United States. By the late L. C. A. 
Kwnow.es. (London: Routledge. 1932. 12s. 6d. net.) 


Tuts is more definitely a text-book than Mrs. Knowles’s volume 
on The Industrial and Commercial Revolutions in Great Britain, to 
which, however, it stands in a close relation. It gives a part of the 
continental background of that work, and the lectures on which it 
was based were no doubt meant to be taken in conjunction with 
those on the British development. The point of view is already 
familiar from the earlier book: the five parts of this volume after 
the Introduction deal with ‘The Agrarian Revolution,” “ The 
Industrial Revolution,” ‘‘ The Revolution wrought by Mechanical 
Transport,” ‘‘ National Commercial Policies,” ‘‘ Growth of State 
Action.”” Under each of these headings except the last, which is 
treated very briefly, the four great Powers are taken separately and 
in succession. There is little comparison or synthesis; what is 
given is a summary account of the leading facts and events. The 
scale is, of course, small: the whole book is shorter than Professor 
Clapham’s volume on France and Germany, though it deals with 
four Powers instead of two, and begins before, not after, the 
French Revolution. 

The consequent need for brevity no doubt explains the almost 
complete exclusion of the other continental European countries, 
even those, like Holland and Belgium, of which the economic 
history is really inseparable from that of their greater neighbours. 
Their omission is, however, partly to be accounted for by the 
distinctly political point of view from which the greater part of 
the book is written. ‘‘ Great Powers’ may indeed be such eco- 
nomically as well as politically, but only a writer who approached 
the economic through the political would have given more than 
one sixth of the book to tariff policies while saying scarcely any- 
thing about prices, the precious metals, international lending, the 
forms of industrial and commercial organisation, or the changes in 
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consumption. In such an immense subject-matter bold simpli- 
fication is indeed necessary, and, as in her other books, Mrs. 
Knowles’s happiest strokes are the illuminating phrases in which 
she throws up sharply points which are usually obscured by their 
contexts. Some of these provocative suggestions deserve quota- 
tion. “Up to the beginning of the nineteenth century, labour 
was difficult to obtain in every great European country ”’ (p. 40). 
“The German women... are the best housekeepers in the 
world” (p. 173). “ Knowing something of the seventeenth- 
century administration in England, I should say that that of Russia 
[before 1914] was no better and no worse than that of England 
two hundred years ago” (p. 346). The influence of milk-supply 
on infant mortality (p. 68), the need for further exploration of the 
economic influences on Napoleon’s policy (p. 124) are examples of 
incidental points in the book which may be called genuinely 
original; and it is interesting that in emphasising the economic 
causes of the whole political development of the Revolutionary 
and Napoleonic era, Mrs. Knowles made a considerable advance 
from the political starting-point to which we have referred. This 
may be set against what appears to be an unduly favourable 
account of the Russian reforms of 1911-1914 and a tendency to 
ascribe too much influence to all grandiose programmes of State 
action, such as those of Colbert, Napoleon, Count Witte. The 
book is not overburdened with statistical information; and that 
which is given is always apt and is taken from good sources. 

Mr. C. M. Knowles and Dr. Allan McPhee have done their 
editorial work well. A few repetitions occur, and the brevity of 
the last section and of the notice of German colonisation is some- 
what out of proportion to the rest of the book, but there are not 
many obscurities or actual mistakes. Of the latter it may be 
useful to point out one or two. On p. 37 is the erroneous state- 
ment, ‘“‘ Up to the nineteenth century artificial pastures did not 
exist in any of the great continental countries ”; but on p. 57 the 
amount of artificial pasture in France in 1789 is given as a million 
hectares. The accounts of the causes of wars are over-simplified, 
especially that on p. 195 of the Anglo-American war of 1812. 
On p. 196, 1. 7 from below, ‘‘ 1823” seems to be a misprint for 
“1833.” There are some confusions about the status and names 
of the minor German states in pp. 257-263. On p. 311, 1. 7, 
“conscience ”’ should be “ consciousness.” It may seem rather 
paltry to mention these little points, especially when they occur 
in a posthumous book, but it is a book which will probably be 
widely used, and the author would have been the first to welcome 
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corrections, however small, which would increase its usefulness. 
Its publication rounds off her work: with her three volumes on 
British and imperial development it makes an impressive whole. 
What is more, it shows the thoroughness with which she followed 
out her plan of setting British history in its organic relation to that 
of the world. G. N. CuarK 


A Short History of Political Economy in England. By L. L. 
Price. Fourteenth edition, revised and enlarged. (Methuen 
& Co. Pp. 315. 6s.) 

It has not been the fashion in England to study the history 
of economic thought since Mr. Price published the first edition 
of his book a generation ago, and this may largely explain why 
he “‘ has seen no compelling reason for changing substantially the 
accounts furnished therein of the chief English economists of the 
past.” After this statement from the author there would be 
nothing in the fourteenth edition for the reviewer if it were not 
for the addition of a Part concerned with more recent authors. 
They are divided, in accordance with the main lines of the division 
of labour in economic science, into economic historians, statis- 
ticians, and economic theorists. But first Gonner and Smart 
are considered in an introduction, because they exemplify the 
co-operation between all workers which has taken place. The 
economic historians are Rogers, Cunningham, Ashley, Unwin and 
Mrs. Knowles; the statisticians, Giffen and Booth; and the 
theorists, Sidgwick, Nicholson, Edgeworth and Marshall. 

In this new Part the judgments expressed are of the most 
general nature. For example, of the seven pages devoted to 
Sidgwick, the two on his economics scarcely give the student an 
idea of how he differed from Mill and Marshall. In the case of 
Edgeworth more space might be given to showing precisely how 
he “ poised himself so evenly . . . that he generally descended 
from the fence only to take shelter behind the screen of someone 
else, or, it might often be, of more than one at the same time.” 

The compressed exposition, and the literary style, sometimes 
make the real meaning difficult. In fairness to English scholar- 
ship it must be said that few would choose Spann’s (written Spahn 
in the text) T'ypes of Economic Theory (“ this learned and sugges- 
tive history ”) and Homan’s Contemporary Economic Thought to 
represent the substitutes which have been suggested for Marshall’s 
“ organon,” without making it much clearer than Mr. Price does 
that they are not to be taken as typical of economic thought in 
the German-speaking countries and America, 
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It would be an increased asset if Mr. Price would put his 
great knowledge of economics prior to his own generation at the 
disposal of his wide body of readers in greater detail. A quarter 
of a century has passed since the only other occasion when the 
book was revised; and while it will undoubtedly play a part 
commensurate with the width of its public in stimulating the 
study of the history of economics, its effect would have been greater 
if the history had been presented in greater detail edition by 
edition. 

R. Opie 
Magdalen College, 
Oxford. 


Technischer Fortschritt und Arbeitslosigkeit. By E. LEpERER. 
(Tiibingen: J.C. B. Mohr. 1931. Pp. 126.) 

PRoFESSOR LEDERER regards this as a tentative analysis of 
the consequences of technical progress, the theory of which has 
not yet been fully worked out, in spite of the fact that nothing 
in a dynamic system can be explained without it. He expresses 
dissatisfaction with the existing attempts, which he calls com- 
pensation theories, because they argue that labour set free by 
improvements is automatically resorbed. His own conclusions 
may be formulated as follows. (i) The tempo of technical progress 
relative to the formation of capital and increase of population 
determines how long unemployment will last. (ii) The tempo of 
improvement in a boom is one of the determinants of the severity 
of depression. (iii) Cartels and trusts tend to speed up technical 
improvement and make it “too rapid.” It is this tendency of 
capitalism to organise itself that discloses the imperfection of the 
automatic resorption of labour and raises the vital problem of 
social restraint upon the tempo in order to realise the ‘‘ beneficence 
of technical progress.” 

The analysis proceeds by dividing industry into groups, in 
one of which a technical improvement occurs. Definite mag- 
nitudes are assigned to such things as labour and capital employed, 
rate of profit, and rates of change. The particular numerical 
example so constructed is the starting-point of long chains of 
bold reasoning, which exemplify the grave defects of this method. 
There are some confusions and ambiguities due to the failure to 
make explicit at every step the assumptions necessary to the 
particularity of the example chosen. 

First of all, an example is constructed for a static system or 
circular flow (Kreislaufwirtschaft). The effect of the improve- 
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ment is made to depend entirely upon the elasticity of demand 
for the product affected. The examination of the possible con- 
ditions of elasticity, however, yields no result for use in the 
“dynamic ” system, nor does it in any way facilitate the con- 
sideration of the latter. There are two reasons for this: first, 
the assumptions are neither clear nor adequate; and secondly, 
every significant effect of the initial change is abstracted from, 
either because it would make the system dynamic or, as in the 
case of shifts in demand, because it is peremptorily asserted to 
be negligible. 

In the dynamic analysis the danger of reasoning upon a 
particular example becomes more striking. The assumptions 
should be elucidated; for example, there is no indication how 
long the assumption is retained that the additional means of 
production necessary to expansion can be supplied by industries 
producing consumption goods (p. 84). Consequently, the con- 
clusions do not always follow from the preceding reasoning. A 
case in point is the statement, important for the general conclu- 
sions referred to above, and one emphasised by Professor Lederer, 
that small disturbances may have great effects. But the assumed 
improvement, which dispenses with 50 per cent. of the workers 
in the firms affected, is not a small disturbance. It is directly 
responsible for approximately 55,000 of the 67,000 unemployed 
which finally emerge in Professor Lederer’s example. In con- 
trast to this, it is taken for granted that small changes in prices 
will not have large effects. 

Magdalen College, R. Opie 
Oxford. 


L. T. Hobhouse, his Life and Work.—With selected Essays and 
Articles. By J. A. Hopson and Morris Grnssere. (London: 
Allen and Unwin. 1931. Pp. 360. 12s. 6d.) 


LEonAaRD Hosuovse’s friends, as well as a large number of 
workers in the subjects to which he devoted so much of his life 
and his remarkable powers, will welcome Mr. Hobson’s little 
biography. They will also welcome Professor Ginsberg’s appre- 
ciation of his contributions to psychology, anthropology, sociology, 
and philosophy proper. 

Hobhouse was unusually versatile. He was not only a great 
teacher and a brilliant journalist : he was also a philosopher, a 
social worker, and a politician. He was a pioneer in the science 
of sociology and in some branches of psychology. The width of 
his range of interests may be shown by the fact that when at 
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Oxford, in connection with his philosophical studies, he under- 
took a strenuous course of physiology and biochemistry, while 
in later life he even plunged into mathematics with a view to a 
better understanding of Einstein. 

Hobhouse was of course interested in economics, and especially 
where it touched the subjects with which he was mainly occupied, 
and he took an active part in the practical application of economic 
theory, as witness his work spread over many years in connection 
with Trade Boards. But he was never a professional economist. 
In the list of his principal works, printed at the end of the volume, 
only two articles are mentioned which could be described as 
definitely on economic subjects. For economists as such, there- 
fore, the volume does not contain much of special importance. 
As human beings, however—and I suppose some of us economists 
are human !—this account of a fine personality and an inde- 
fatigable student of the social sciences should have its appeal, 
for, as the late C. P. Scott says of Hobhouse in a graceful 
little introduction, his ‘‘ dominant characteristic was ever his 
humanity,” “his deepest instinctive belief and hope was in 
human progress,” and “no one surely ever better earr.ed the title 
of the friend of man.” 

The selected articles and essays, which form the latter part 
of the book, are almost all either leading articles or back-page 
articles contributed by Hobhouse to The Manchester Guardian 
during the war years. They range over a variety of subjects, 
from Statesmanship in War to Jane Austen, and from The Future 
League of Peace to The Artistic Fallacy. They are beautifully 
written; they are unusually good specimens of this class of 
journalism, and interesting as showing Hobhouse’s powers in 
this direction. The first of the essays, entitled The Problem, 
should be of some interest to readers of the JouRNAL. It was 
written at the end of his life as an introductory chapter to a 
book planned by Hobhouse and a group of friends “on what 
may be termed the new social-reformist policy,’ though the 
project was abandoned after his death. The essay contains a 
good discussion of such subjects as the limits of State interference, 
the share of labour in industry, arbitration, the rights of property, 
and inheritance. This is apparently the only one of the essays 
and articles which has not hitherto been published. 

There are one or two slips in the biography. For instance, 
the year of Hobhouse’s death as stated in the Preface does not 
tally with that given in the text of the life. And according to 
the dates givenZon®p. 15, Hobhouse’s father must have either 
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died in 1899 and not in 1895, or he must have been given a living 
four years before he is said to have been ordained. But these 
are small blemishes in an attractive book which should help to 
keep alive the memory of the life and work of a man whom Mr. 
Hobson I think rightly describes as “‘ one of the less known of 
the great men of our time.” SANDERSON 


The Industrial Revolution and the Economic World of To-day. By 
L. W. Waite and E. W. SHananan. (Longmans. Pp. 378. 
6s.) 

Tuts book is a study of the industrial changes and their effects 
in Great Britain and of contemporary economic structure. It is 
intended primarily as a text-book for the teaching of economics in 
schools, and as this is in itself a debatable and important question, 
the method here suggested by the authors, who have experience 
of such teaching, is of considerable educational interest. The 
book is divided into two parts : in Part I Mr. White gives a good 
account of economic development from the seventeenth century 
to the present day, and in Part II Dr. Shanahan discusses very 
competently such existing economic problems as trade fluctuations, 
international trade, unemployment, public finance, etc. 

On the whole, from the point of view of teaching method the 
connection between Part I and Part II is slight. A preliminary 
knowledge of economic history is a very different thing from an 
historical approach to economics. The desire is evidently to 
avoid theory, but unfortunately it is only in the light of principles 
that any real historical connection can be seen. Part II, which 
deals with economics as distinct from economic history, is descrip- 
tive and informative and gives a good account of what the economic 
specialists are saying on the different questions discussed, but it 
gives the schoolboy no instrument of analysis by which he could 
examine any economic problem or form any judgment of his own. 
The reproduction of the considerations here set forth by a school- 
boy with no training in economic principles would have a naive and 
somewhat pathetic aspect to the sympathetic observer. The 
unravelling of the so-called “ capitalist slogans ”’ which follows on 
these difficult chapters (Chaps. X—XVI) is in itself surely a con- 
fession of the nature of the teaching that has been conveyed. 
So long as the aim of this type of teaching in schools is merely 
general knowledge, it may have its uses, but its nature and 
limitations should be very clear both to the teacher and the 
taught, but especially to the teacher. If it were clear, would it 
be suggested that “ Perhaps the best book for further reading is 
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Cannan’s Review of Economic Theory” (p. 365)? <A destructive 
piece of criticism of this nature is hardly useful to anyone with no 
knowledge even of the simplest theories of rent, wages, interest or 
profits. Marshall’s Economics of Industry or Clay’s Economics for 
the General Reader (not the ‘“ Everyday” Reader as stated), 
though they follow rather oddly on the first suggestion, are more 
indicative of the stage that has been reached by a student of the 
book under review. M. T. RANKIN 


England in Transition. By M. Dorotuy GrorGe. (George 
Routledge & Sons, Ltd. 1931. 7s. 6d.) 

Tus book is based on the series of broadcast talks given by 
Dr. George in 1930, but for the purposes of this book the talks 
have been very much expanded and rewritten. The result is a 
very interesting and lively little book and a very valuable one for 
teachers and students. 

There is probably no aspect of history more difficult to portray, 
as history, than the economic or industrial aspect, and yet it may 
safely be said there is no aspect of history so frequently taught 
by those who are not historians. Most schemes for “ adult 
education ” include a course on Industrial History which covers 
in most cases mainly the period of the “‘ Industrial Revolution.” 
It is a disturbing thought to consider how much implicit 
materialistic interpretation of history goes on in this connection, 
saved only, if at all, from a blighting influence by its own drabness 
and that saving grace of inattention on the part of the young. To 
give information about the great inventions, the rise of trade 
unions, the growth of factory legislation and the breakdown of the 
Poor Law is no doubt useful in many ways, but seldom is it history : 
it has no real roots in the past and very little in the way of life for 
its own period or developing force. It lacks reality because it 
lacks unity. Dr. George’s book is a corrective to all this. She 
deals mainly with the period just before 1760, and in order “ to 
counteract our bad habit of reading history backwards ”’ (p. 31), 
she deals with it entirely from contemporary sources. The 
breadth and accuracy of treatment which Dr. George attains in this 
way, and in so small a compass, are remarkable. Not only are unity 
and humanity given to the period, but they are breathed into the 
succeeding period of considerable if not “revolutionary ” change. 
The completeness of the picture is increased by the skilful use of 
illustrations from contemporary prints. In an appendix are given 
Gregory King’s estimate of “ population, poverty and wealth ” 
(1688), and Colquhoun’s estimate (1803). M. T. RANKIN 


19 


| 
Tl 
| 
| th 
| ow 
| cc 
al 
ti 
al 
fe 
| 
| r 
b 
t 
€ 
f 
( 
( 


1932] CARPENTER: THE SOCIOLOGY OF CITY LIFE 301 


The Sociology of City Life. By Nirus Carpenter. (New York : 
Longmans, Green & Co. 1931. Pp. xix + 502. 16s.) 


Mr. CARPENTER will not take the risk of leaving anything 
unsaid, and some of it he repeats many times, on the principle 
perhaps that ‘‘ what I tell you three times is true.” Nevertheless 
there is much interesting and valuable matter in this book. 

After a detailed survey of the origin of city life beginning 
with the neolithic period, of the location of the city and the 
composition of urban populations, the author proceeds to a 
comparison of the city and country dweller as regards birthrate 
and deathrate, habits of life, work and recreation. Next he 
treats of the relative incidence of poverty, crime and insanity, 
and wherever the city compares unfavourably with the country, 
he finds an explanation of this in the immigration both of 
foreigners and of country-dwellers, which is a function of urban 
growth. The new conditions produce a shock-effect: with his 
old anchorage the migrant loses his old standards, and the efforts 
required for successful adaptation to his new surroundings are 
often greater than he can achieve. The result is frequently a 
breakdown of health, morals and even sanity. So culture-shock 
is invoked over and over again in this volume to account for 
religious indifferentism, poverty, crime and mental disease, and 
statistics are quoted to show that migrants not only of the first, 
but even of the second generation contribute disproportionately 
to the main evils of city life. The Jews would appear to be an 
exception to this rule, since they do not share the weaknesses of 
other immigrants. But they have by long habit become “ in- 
durated ”’ to city life, and so do not suffer like other newcomers 
from difficulties of adjustment. This is a somewhat light-hearted 
conclusion which leaves out of account all national qualities and 
characteristics. 

Turning to the economy of city life, Mr. Carpenter describes 
in great detail the efforts required to bring supplies into the city 
and take waste products out of it. This would appear to be the 
city’s Achilles heel, for once the optimum size has been reached, 
essential services will become progressively more difficult and 
more expensive. At this stage or earlier the pressure of public 
opinion will have placed these services under government control ; 
and the Government machine, unwieldy, inflexible, probably 
inefficient and certainly corrupt, will begin to encroach on private 
enterprise, lay increasingly heavy burdens of taxation on the 
community and dry up the springs of energy and the sources of 
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production. The government of cities, the author admits, has 
been the one conspicuous failure of the United States, as, generally 
speaking, city governments appear to consist largely of venal and 
second-rate men. Other nations are not mentioned in this con- 
nection, but it is clear that these generalisations are meant to 
extend beyond the limits of the United States. 

The disquieting feature of the situation is the apparent lack 
of connection between “cultural” and economic processes. A 
growing number of persons become psychologically and socially 
conditioned to urban life: any other existence is to them incon- 
ceivable. So cities expand, and are liable to continue expanding, 
long after considerations of economic expediency would call a halt. 

Having brought us into this impasse, Mr. Carpenter concludes 
his work with a comparison between the Roman Empire and our 
modern civilisation, and here at least provides us with a gleam 
of hope. The fall of Rome exemplifies the very principles set 
out above. But the whole period of Roman expansion was 
relatively sterile of scientific and technological advance, while in 
the modern world scientific discovery and invention have more 
than kept pace with the increase of population and the expansion 
of cities. The only question is how long they will continue to do 
so. Mr. Carpenter’s problem would seem to be a further refine- 
ment of the problem which has troubled Malthusians for over a 
century—that of accommodating an indefinitely increasing popu- 
lation within a non-expansible space. And on the future of this 
he obviously cannot be expected to commit himself. 

H. REYNARD 


Das Ende des Kapitalismus. By Frerpinanp FRriep. (Jena: 
Eugen Diederichs Verlag. 1931. Pp. 265.) 


OnE of the results of the present economic crisis is that every- 
where there is a close examination of the capitalist organisation 
of society. Is capitalism in danger of imminent collapse? Will 
it outlast the economic upheavals to which it has been subjected ? 
Questions of this kind are being asked both in the market-place 
and the study; Fried’s book is a survey of the field in clear 
language, attractively presented (with arresting captions), but 
limited almost entirely to conditions in Germany. Fried main- 
tains that the Industrial Revolution and its technical inventions 
have at last come to an end; that the tendency in Industrial 
States for the population to increase has been succeeded by another 
making for a gradual decline of population; that the alarming 
extent of unemployment is significant of the prevailing crisis; 
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that free competition has been checked by the growth of trusts, 
cartels and combines; that freedom of trade is no longer a reality ; 
that, as a consequence, modern economic activities do not produce 
outstanding leadership or outstanding ideas, but are regulated by 
administrators and officials; that the State interferes more and 
more in economic enterprise, creating a sort of new Mercantilism. 
In a word, where before tendencies in economic life were dynamic, 
to-day they are beginning to be static, and the end of Capitalism 
is in sight. 

These theses are elaborated in the book, which contains nothing 
that is specially new or deep. It is an essay in Descriptive 
Economics, almost entirely reviewing German conditions. For 
these the book will be found very useful, especially for the light 
it throws on such questions as the number of millionaires ‘in 
Germany, how they amassed their wealth, who are the leading 
industrialists, bankers, financiers and landowners._ Fried effec- 
tively contrasts the old generation of captains of industry with 
the new, and his picture will be found true to fact, not in Germany 
only. But he also surveys the other social groups; he considers 
the effect of the failure of Capitalism on the middle classes and 
the proletariat. Both the worker and the farmer have been 
forced to lower their standard of living, and all because of what ? 
Because of the world’s indebtedness. Look where you will—to 
South America, to Australia, to the greater part of Europe—and 
you will find general bankruptcy. The burden of indebtedness is 
weighing down the world in general and Germany in particular. 
Reparation payments are a curse to those who receive no less than 
to those who make them. By reason of these payments, Ger- 
many has been forced into the position of a debtor country; by 
virtue of her geographical and cultural situation, she is destined 
to lead the debtor countries in the international economic re- 
arrangements which are bound to be made sooner or later as a 
result of the collapse of Capitalism. 

Those who require a rapid survey of present-day conditions in 
Germany—not in detail, but in general outline—will read Fried’s 
book with profit. The author appears to be a clever journalist 
employing an easy style. M. EpstE1n 


Gesammelie Abhandlungen. By FriepRicH FREIHERR VON 
Wiser. (Tiibingen: Verlag von J. C. B. Mohr. 1929. 
Pp. xxxiv + 404.) 

WHEN on July 22, 1926, Wieser died, his position as one of the 
leading authorities of the Austrian School of Economists was 


TNE 
has 
ally 
and 
on- 
to 
ck 
A 
lly 
on- 
ng, 
lt. 
les 
ur 
m 
et | 
as 
in 
re 
lo 
e - 
a 
1 - 
is 


304 THE ECONOMIC JOURNAL [JUNE 


firmly established. Nay, more: he had won a world-wide 
reputation as a prominent teacher of Economic Theory. Students 
in this country will associate his name with the conception of 
“ marginal utility,” and many will have read bis more important 
works in an English translation—e.g. Natural Value, published in 
London in 1893, or Social Economics, published in New York in 
1927. Wieser’s literary output was fairly extensive; Prof. 
Hayek has made a selection of some of his representative papers 
which he has collected in this volume as a memorial to a teacher 
whose fame extended far beyond Vienna. 

Fifteen papers are in the volume: one, on “ The Austrian 
School and the Theory of Value,” appeared in this JoURNAL in 
1891; in the volume it has been translated into German. Of the 
remaining fourteen it will suffice briefly to indicate their respective 
themes. The method and content of Economic Theory are studied 
in two papers—one a short consideration of terms, and the other 
a lengthy review of Prof. Schumpeter’s book, which, though 
written in 1911, may still be read with profit in 1932. The theory 
of value is discussed in two papers: from the Handwérterbuch 
der Staatswissenschaften, of which Wieser was one of the Editors, 
two of his articles are reprinted, one on the conception of a 
“‘ good,” and the other on “ marginal value.”’ There are several 
papers on gold and currency problems, and a lengthy study on the 
relation between large-scale enterprise and co-operative produc- 
tion. Of the two lectures in the volume the more important is 
Wieser’s Rectoral Address at Prague, on Social Forces, in which 
he develops a somewhat conservative political creed. An ap- 
pendix contains an early essay (‘On the Relation between Cost 
and Value ’’) dating back to the year 1876, which has never before 
been published. 

It would be needless to attempt to evaluate the papers in this 
volume. Suffice it to say that the selection is representative, and 
that it is convenient to have the papers in one volume. The book 
will take its place worthily among Collected Economic Essays, 
from those of Cliffe Leslie, which some of us read with profit and 
pleasure a quarter of a century ago and more, to those of Keynes 
and others of our own generation. M. EpstEIN 


Genetic Principles in Medicine and Social Science. By LANCELOT 
Hoesen. (Williams and Norgate. 1931. Pp. 225. 15s.) 
THE extent to which the characteristics and behaviour of 
men rest upon genetic foundations is a matter of interest to all. 
To students of the social sciences it is a basic problem which 
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they cannot escape. Not only the explanation of events in 
past times, but also any long-range proposals for betterment, 
must be profoundly affected by the view taken as to the part 
played by the genetic basis of human nature. It was inevitable 
that men should have speculated concerning a problem of such 
great and general interest long before there were any means of 
making a scientific attack upon it. Thus in any case scientific 
inquiry would have begun in an atmosphere of preconception. 
But the study of this vast problem has had a peculiarly unhappy 
history. The present state of affairs is largely due to the in- 
fluence of Sir Francis Galton, a man of great charm, ingenious 
mind and a multiplicity of talents. But the net result of his 
influence was to implant prejudice rather than to lay the founda- 
tions of scientific study. Ostensibly he was a worker in this 
field who based his opinions on the results of scientific investiga- 
tion. Without in any way belittling his many valuable con- 
tributions, it is true, however, to say first that he was in far too 
great haste, and secondly that he did not maintain a clear dis- 
tinction between the science of human genetics and the art of 
applying that knowledge. As an example of the first we may 
note that as early as 1883 he wrote that “we greatly want a 
brief word to express the science of improving stock.” But 
there was then no need of such a word; another twenty years 
were to pass before there could be such a science, because it was 
not until well into the present century that the fundamentals 
of genetics began to be studied. As an example of the second 
we may recall his well-known definition of eugenics as “the 
study of agencies under social control that may improve or 
impair the racial qualities of future generations.” In form it is 
the definition of a science, but he has imported into it concepts 
of value with which a pure science has nothing to do. 

The first holder of the new chair of Social Biology at the 
London School of Economics is thus in a peculiar position. He 
is faced by the fact that his field is encumbered by much pseudo- 
science; moreover, conflicting opinions are held with a con- 
viction, sometimes amounting to passion, with regard to matters 
that have as yet hardly begun to be investigated. He has set 
about his difficult task in an admirable fashion. This book 
contains studies, involving much original analysis, of several 
important aspects of the problem. Among others there are 
chapters on twin resemblance, on single gene substitutions in 
human pathology, on serological data from the point of view 
of gene localisation and on the concept of race. For an attack — 
No. 166.—voL. XLII. x 
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on these problems Professor Hogben possesses the indispensable 
equipment of a thorough knowledge of genetics and of a mastery 
of statistical method. No attempt is made to summarise the 
numerous pieces of fragmentary information that are to hand; 
that has been done often enough in recent years. The aim is 
to begin to lay firmly a few foundation stones, and in that object 
the author has been thoroughly successful. It is not an exaggera- 
tion to say that this book is the most important contribution 
that has been made for some years in this field. 

The book is not easy reading for those without some know- 
ledge of genetics and of statistical method. In consequence 
the casual or hasty reader may miss that which is of lasting 
value—the closely reasoned exploration of particular problems. 
His attention is likely to be caught by another aspect of the book 
which is hard to define. It may be put this way. Professor 
Hogben is not only in revolt against existing pseudo-science, 
but also against the general conclusions which are based upon 
it. He is not content, however, to intimate that any general 
conclusions must be premature. He is emotionally repelled by 
the doctrine of the importance of inheritance and especially 
by the superior and condescending outlook to which it sometimes 
gives rise. It is evident that he is attracted by the opposing 
point of view; and, while he is far too conscientious a man of 
science ever to suggest that there is scientific evidence, when it 
is absent, for that which he would like ultimately to find to be 
true, he does somehow convey the idea that further knowledge 
will not tend to support the thesis that inherited differences 
are of great importance. The careless reader may easily con- 
clude that Professor Hogben has demonstrated this. He has 
not done so, and it is a pity that he has laid himself open to this 
misconception. A. M. Carr-SaAUNDERS 


The Social Aspects of Rationalisation. (International Labour 
Office. Pp. 381. 8s.) 

Tuis important review of all the conditions which come within 
the sphere of rationalisation is the result of the resolutions passed 
on the subject at the Geneva Conference of 1927. It is an 
authoritative summary of facts brought together from countries 
where the new industrial outlook has taken hold, and these facts 
are collated in all their bearings on output, wages, hours of 
work, employment, industrial hygiene, and industrial relations. 
The output figures are so remarkable as to suggest a new type of 
industrial revolution, whose early momentum can hardly be long 
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maintained. The social facts accompanying this change are 
impartially considered, and they are favourable in the existing 
range of the test, with some doubt in respect of employment ; 
but the need is indicated for psychological and physiological 
research from the point of view of various industries. The general 
conclusions of the review are, that the question of hours of work 
is a root question, which recurs in relation to most of the others ; 
that economic and social science have an increasing part to play 
in the analysis of progress upon welfare; that the collaboration 
of the employees is a condition of complete success; that the 
human factor must be the acid test in the end. ‘‘ The task of 
the future may perhaps be to rationalise rationalisation.” 


Mathematical Psychics. By F.Y.Epgzwortx. (London School 
of Economics; Reprints of Scarce Tracts. No. 10: 5s.) 


Ir may surprise some economists to learn that this essay, one 
of Edgeworth’s earliest works, was published more than fifty 
years ago. The original edition was small, copies have become 
extremely scarce and for many years the need for a new edition 
has been an urgent one. We have every reason, therefore, to be 
grateful to the London School of Economics for the inclusion of 
Mathematical Psychics in their series of reprints of scarce economic 
tracts. The reprint is a photographic copy of the original edition 
and, except for the faithful reproduction of the numerous minor 
misprints contained in the original, it is excellently produced in 
every way. 

Viewed in the light of recent developments in the field of 
mathematical economic theory, Edgeworth’s essay on “ the appli- 
cation of mathematics to the moral sciences ” is of interest to us 
to-day mainly because of the section devoted to the ‘‘ economical 
calculus,” which gives an outline of a theory of value and market 
equilibrium under static conditions. Edgeworth’s problem here 
is to find how far contract between individuals is indeterminate 
under various conditions, i.e. without competition, with perfect 
competition and with more or less imperfect competition. His 
two main contributions to mathematical economic theory appear 
in the course of his solution of this problem. The first is his 
analysis of the familiar problem of barter or bilateral monopoly 
(two individuals exchanging two goods), from which he proceeds 
to a discussion of imperfect competition. The analysis leads to 
the definition of a “‘ contract-curve ” and shows that the problem 
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subjected to much criticism, but there is little doubt that it is m 
valid within the defined limits of the problem. in 
The second contribution consists of the introduction of the vi 
idea of utility as a function of more than one variable and of the nc 
ideas of indifference curves, lines of indifference and preference, In 
which naturally follow. Here Mathematical Psychics should be is 
read in conjunction with Professor Irving Fisher’s doctoral thesis, ta 
Mathematical Investigations in the Theory of Value and Prices ar 
(1892, reprinted 1925), which, though eleven years later in date, 
was written without knowledge of Edgeworth’s work. The ce 
modern theory of value, the most complete expression of which te 
is to be found in Pareto’s analysis, owes much to the ideas of in 
utility, marginal utility and indifference curves developed by pk 
Edgeworth and Irving Fisher. Without these ideas the theory cu 
would have remained at the point at which it was left by Jevons ar 
and Walras, based on the concept of utility as a fundamental in 
and measurable quantity dependent only on the amount of a ec 
single good possessed by an individual. But with these ideas th 
and using Walras’ analysis as a general foundation, Pareto was th 
able to construct his theories of the equilibrium of exchange and th 


production in which subjective concepts of the measurability of 
utility are completely abstracted. 

The fact that Edgeworth himself fails to progress far towards 
a comprehensive theory of market equilibrium, in the case of Le 
more than two individuals and goods, is due, I think, to the 
method of approach he adopts. His starting-point is a discussion 
of the problem of two individuals exchanging two goods, and his 
method is well adapted to this case. He avoids all reference to 
market prices (or ratios of exchange), considering, quite rightly, 


that a uniform price is inappropriate to the problem of barter or Px 
bilateral monopoly. As a result he is unable to use the method Di 
characteristic of the modern mathematical theory of value, the Or 
so-called ‘‘ individualistic’? method. This method is almost sa 
essential for any consideration of the general cases of competition Pc 
and monopoly on a perfect market consisting of a large number th 
of individuals producing and exchanging a large number of goods. th 
The method depends entirely on the parametric function of the tel 
market prices. First, each individual is considered separately lai 
by assuming a given set of market prices, and a partial equilibrium th 
; is obtained based on the tastes or preferences of the individual. be 
Secondly, the individuals are brought together on the market, ha 
the market restrictions are introduced and the individual partial go 


equilibria are combined into one final equilibrium by the deter- th 
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mination of a consistent set of constant parametric prices. The 
important point is that the links connecting the various indi- 
viduals on the market are provided by the market prices and 
not by direct comparisons of the utilities of different individuals. 
In this way, the abstraction of the subjective concepts of utility 
is made comparatively simple, mathematical analysis is able to 
tackle the complicated processes of production and exchange 
and Pareto’s theory of value emerges in its most refined form. 

Of the other two sections of Edgeworth’s essay, one is con- 
cerned with a general defence of the use of the mathematical 
technique in economics and shows that Edgeworth was largely 
influenced by the analogy between economics and mathematical 
physics. The remaining section, entitled the “ utilitarian cal- 
culus,” deals with the wider and vaguer subject of “ welfare ” 
and postulates “a common denominator of feeling” amongst 
individuals. Its influence on the development of .mathematical 
economics has been negligible; it merely provides a text for 
those who condemn the mathematical method on the ground 
that it re-introduces the psychological and metaphysical concepts 
that economists are at such pains to discard from their subject. 

R. G. D. ALLEN 
London School of Economics. 


Lectures on Political Economy. By Movntirort LONGFIELD, 
LL.D. (Dublin, 1834.) (Reprinted as No. 8 in series of 
Scarce Tracts in Economics and Political Science, London 
School of Economics and Political Science, 1931.) (Pp. 
xii + 267. 5s.) 


In 1832, Whately, after occupying the Drummond Chair of 
Political Economy at Oxford for a short time, was appointed to 
Dublin as Archbishop of that diocese in the Established Church. 
Out of the large income he enjoyed in this office he provided a 
salary of £100 per annum as an endowment for a professorship of 
Political Economy in Trinity College, Dublin; and he continued 
the payment until his death in 1865, when the College took over 
the duty and established the chair on a permanent basis. The 
tenure and conditions of the chair, originally, were similar to those 
laid down at Oxford. No person was to hold the position for more 
than five successive years. Nine lectures as a minimum had to 
be delivered during each academic year; and at least one of them 
had to be printed and presented to the members of the college 
governing body on pain of forfeit of the whole of the stipend for 
the session during which the sin of omission was committed. The 
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eleven remarkable lectures now reprinted were the first delivered 
under this scheme; and there is evidence that they formed a basis 
for subsequent lectures delivered by the same author and by his 
immediate successors in the new chair at Dublin. Their import- 
ance lies in the fact that they constitute one of the earliest contri- 
butions to marginalism in economic science. Thus, Longfield 
shares with Lloyd (Whately’s successor at Oxford) the credit 
of having, simultaneously and independently, anticipated the 
Austrians and Jevons in some of the most important advances in 
economics in the nineteenth century. His place in the history 
of theory has been considered by Professor E. R. A. Seligman in an 
article in Vol. XIII of this JouRNAL, reprinted in Essays in Eco- 
nomics, pp. 111 sqg. Nothing need be added here to that compre- 
hensive examination. 

Professor Seligman argues that Longfield, like some other 
pioneers in economic theory, has been largely overlooked and 
neglected owing to the fact that his views were not those of the 
dominant school which taught a doctrine more in harmony with 
the aspirations and prejudices of the ruling class of the period and 
thus gained, readily, the label of soundness and orthodoxy. 
Undoubtedly this was so; but some of the fault also must be 
ascribed to Longfield himself and to the circumstances attending 
the position he filled. He was by training and by inclination a 
lawyer, as were most of the early occupants of the chair in Dublin. 
It could hardly be expected that a post of £100 per year, and a 
temporary one at that, would be regarded as a prize by a man of 
ambition. It is, therefore, not surprising that in 1834 he accepted 
the Regius Professorship of Feudal and English Law, a more 
important chair with less restrictive conditions attached, and 
shortly afterwards resigned the Professorship of Political Economy 
before completing the full quinquennium to which he was entitled. 
He became Commissioner of the Incumbered Estates Court in 
1847, a position created by one of the first of the long series of 
Irish Land Acts, and, subsequently, Judge in the Landed Estates 
Court. The ability with which he filled these important positions 
and the prestige that attached to his judicial decisions no doubt 
gladdened the heart of Whately and encouraged the latter in his 
opinion that political economists of some sort or other were among 
those best fitted to govern the world. 

Longfield’s theories seem to have been finally thrust aside in 
Dublin by John Elliott Cairnes, who occupied the chair from 1856 
to 1861. Cairnes was himself a graduate of Dublin and must have 
been familiar with Longfield’s work. It is strange, therefore, that, 
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in his struggles and difficulties with the Wage Fund Theory, he 
never cast a glance backward at his eminent predecessor. It was 
not the first (neither was it the last) time that orthodoxy imported 
from across the channel scotched native truth in a very ill-used 
island. J. G. Smita 


University of Birmingham. 


Grundziige der Theorie des wirtschaftlichen Giiterwertes. Von E. v. 
Boum-Bawerk. (No. 11 in Series of Reprints of Scarce 
Tracts in Economic and Political Science, edited by the 
London School of Economics and Political Science, 1932.) 
(Pp. 150. 5s.) 

BéumM-BaweErK’s Grundziige, which is the first non-English 
work to be included in the London School of Economics series of 
reprints, is perhaps the work which has been most effectual in 
establishing the reputation of the Austrian Marginal Utility 
School. Published as a series of articles in Conrads Jahrbiicher 
in 1886, fifteen years after Carl Menger’s first statement of the 
new theory and two years after Wieser had added the essential 
complement now generally known as the opportunity cost prin- 
ciple, it is probably the most elegant exposition of the views of 
the Austrian School. The author, then already well known from 
his Capital and Interest, published two years earlier, had felt the 
necessity to prepare the way for the sequel to this work, his 
famous Positive Theory of Capital and Interest, by an elaborate 
exposition of the theory of value on which it is based. Being 
mainly a re-statement of the views of Menger and Wieser, it 
succeeded not only in putting them in a more convincing and 
precise form, but also elaborated them in some directions and 
cleared up certain difficulties. Written in the lucid and brilliant 
style characteristic to all writings of Bbhm-Bawerk, it forms an 
admirable introduction to the modern German literature on 
economic theory. But, though great parts of it had been incor- 
porated in the introductory chapters of the Positive Theory, it 
had so far never been reprinted in its entirety, and particularly 
some of its most important discussions of points of detail have 
only been accessible in the old files of the Jahrbiicher. On some 
points, of course, Béhm-Bawerk has revised his statements in 
the later and shorter expositions. But on quite a number of 
points this his first utterance on the theory of value is still of 
more than historic interest. 


F. A. Hayek 
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NOTES AND MEMORANDA 
USURY AND THE CANONISTS: Continued 


I. Usury 


THE discussion of interest, usury and the canonist doctrine 
in the last two numbers of the Economic JouRNAL impresses me 
as being the most important clash of ideas which has taken place 
for a long time in the economic field. I should like to stress a 
point which has missed emphasis in this discussion. This point 
reinforces the general theses of Mr. Keynes and Mr. Somerville, 
with whose views about interest being the “ villain in the piece ” I 
am in substantial agreement. It seems to me that to justify 
interest it is necessary not only to prove that saving and invest- 
ment are for all economic purposes practically identical acts; and 
not only to show that the act of investment takes the form of the 
creation of an asset, other than the right of action acquired by the 
creditor against the debtor; but also to demonstrate that such 
asset subsequently yields utilities, the exchange value of which 
equals the full debt charges. 

In defending any institution it is easy to confuse the issue by 
proving many points which are not relevant to the criticism. In 
this discussion it is no answer to a frontal attack on the institution 
of unconditional interest-bearing debt to contend that the saver 
of capital is worthy of the hire of his savings, or that such com- 
pensation is desirable, under private capitalism, for the encourage- 
ment of a necessary amount of saving. I should have liked to 
read a defence of the specific proposition that it is desirable for 
the State to recognise and attempt to enforce unconditional 
promises of interest payments, regardless of the use made of the 
borrowed money or of the ensuing course of events. This pro- 
position is implicit in every credit instrument. When one under- 
takes the defence of credit as an institution, it would seem that one 
is bound to uphold this proposition. An institution of long 
standing cannot be defended on the basis of ideal assumptions 
about it which, in at least half the cases, do not correspond to the 
realities of daily experience. 

In point of fact, we know that lenders, over the long run, do 
not receive more than a part of the exchange value of the utilities 
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resulting from the use made of their loaned capital. Only for a 
comparatively short time can lenders derive an income drawn 
from a reduction in the standard of living of the debtors. The 
repudiation of public debts, usually by currency devaluation, and 
the processes of default and bankruptcy, especially during the 
recurrent depressions of the credit cycle, ruthlessly enforce the 
rule that the lender may not receive the rent of capital used in 
ways which may be loosely and briefly termed consumptive or 
unproductive. Unfortunately, our economists and lawyers are 
under the spell of an era in which British consols rarely fell as low 
as 90. British wars for over a century were always productive, 
while American railways were often unproductive—at least for 
investors. It is not strange, therefore, that British and American 
thinking about credit should be legalistic and mystical. But now 
that the pound sterling is an historical expression, and the 
I.0.U. of the British nation not unlike that of an ordinary 
embarrassed debtor, has not the time come for economists in 
Britain and America to start discussing interest and debt with 
more realism and less reverence ? 

Such a discussion of interest ought not to be confused with 
laboured proofs of elementary propositions, most of which any 
capitalistic economist would accept without serious question. 
The discussion should at once go to the heart of the interest 
problem: Is it desirable, either from the point of view of the 
smooth functioning of the mechanics of private capitalism or from 
the point of view of any tenable scheme of social ethics, to 
recognise and attempt to enforce a creditor’s unconditional right 
of action against a debtor for interest and principal payments on 
loaned funds, regardless of the use made of the money and of 
subsequent events? We know that attempts to enforce these 
rights are often unsuccessful. The question is whether attempts 
should be made to enforce such rights, or whether the lender 
should always assume liability for mistakes and misfortunes in the 
use of his capital. 

This simple question, at the heart of the canonist doctrine on 
usury, has great relevancy to such present-day realities as war 
debts and reparations. In my opinion these problems will never 
be happily disposed of—they may be unhappily liquidated—until 
our social scientists abjure a large part of our traditional credit 
doctrines and re-educate the people to new and more realistic 
investment concepts. War debts are already cancelled in reality, 
as the last payments have probably been made. It may be left 
for a future war to work out the formal cancellation of these 
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absurd relics of the last great war. It will not be a new thing, 
however, for an international monetary claim to remain pending 
for a generation or longer. It is singularly unfortunate that those 
who, on both sides of the Atlantic, preach amiable cancellation of 
war debts should, at the same time, continue to shut their eyes to 
the simplest of facts and preach Calvinistic ideas about credit and 
interest. These good people fail to appreciate that the common 
man in the United States, unversed in legal and economic lore as 
he may be, must perceive the obvious absurdities of an attempt 
to reconcile classical credit doctrines with a proposal to forgive 
rich debtors like England and France their debts to the American 
Government. 

It is idle, if not positively naive, for eminent British and 
American economists to expatiate on the advantages of war-debt 
cancellation. It may be true, as they assert, that American 
foreign trade would profit from the cancellation of our claims 
against our debtors. The debtors could buy more from us or 
from other nations if they did not have to pay their debts to us. 
But the same argument applies equally well to all private debts 
within the United States. The debtors are a larger family than 
the creditors; they spend their incomes more rapidly and more 
completely than the creditors either consume or invest their 
incomes. Any large-scale cancellation of debts in this country 
might, therefore, tend to increase the consumption of goods, and 
hence to stimulate production and capital investment. It would 
probably generate a great trade revival to have our entire private 
and public debt, exclusive of bank deposits and short-term com- 
mercial loans, cancelled by some sort of national capital levy. A 
slow cancellation of debts, effected solely by the processes of pay- 
ment, defaults and bankruptcies, will not, apparently, stimulate 
trade so long as these processes are in course. We had in 1931 
some ten billion dollars of such debt cancellation in the United 
States. 

But the argument that debt cancellation will enable the 
debtor to spend more is not one likely to commend itself to the 
creditor who must find himself able to spend less as a result of 
such cancellation. There is an answer to the creditors in America 
who might object to a Government levy on capital to reduce in 
any given proportion the total debt of the people of the United 
States. There is likewise an answer to the American taxpayer 
who objects to paying in taxes the amount which the British 
Government fails to pay on its I.0.U. to the American Govern- 
ment. On careful analysis, however, it will be found that the 
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answers to these two classes of objections are substantially the 
same, and that they strike equally at the institution of interest- 
bearing debt. 

The answer to the American taxpayer who objects to war- 
debt cancellation is that our collection of international debt 
payments of great magnitude sets in movement other processes 
like falling prices and waning demand for consumer’s goods which 
are disastrous to a satisfactory state of trade. It may be shown 
that the costs of these deflationary processes are more onerous 
for every one than the costs of paying to ourselves the British 
debt to the United States Government. Likewise it may be 
demonstrated, in theory at least, that the costs, even for wealthy 
people, of prolonged deflation of domestic debts may exceed the 
costs of a quick cancellation of debts by an even capital levy. 
It is possible to show that deflation confiscates quite as well 
as taxation. If an attempt to sustain credit values enforces 
steadily declining production, because of the diminishing power 
of consumption of the debtors, it must eventually transpire that 
a large part of credit values will be lost by defaults and bank- 
ruptcies. Credit and property values cannot be maintained in a 
nation of declining production and consumption. Classical 
economists who wonder that the American people cannot see the 
logic of war-debt cancellation should remember that the collection 
within the United States of a large volume of interest for the 
consumptive expenditures of governments (federal, state and 
municipal) which have been unwilling to tax, or of individuals 
who have been unwilling to wait, or for the unwise investments 
of traders on equity, greedy for large profits in over-expanded 
industries—also sets in motion factors of industrial paralysis. 

I am heartily in favour of war-debt cancellation, but by the 
same logic I find myself forced to embrace, in theory, at least, 
the ideal of a debtless economy and to favour drastic measures 
for the immediate reduction of the domestic debt burden in the 
United States. I need scarcely add that I use credit throughout 
this paper as a term for interest-bearing debt. There is, of 
course, a sense in which all titles to property, including currency, 
are credit instruments. 

As my undertaking in this paper is only to provoke critical 
consideration of the desirability or inevitability of interest- 
bearing debt, I do not attempt to outline a scheme of capitalistic 
economy in which interest-bearing debt would be virtually 
eliminated. I know no reason to assume that a debtless economy 
would be impossible, given the necessary will for its achievement. 
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In challenging the expediency of debt on the ground that it is 
mechanically unsound and socially unethical to attempt to enforce 
interest payments which are not earned by the use made of the 
borrowed funds, I wish to anticipate one line of reply. Economists 
are nowadays given to rather generous admission of the institu- 
tional frictions of our present system, but they are quick to add 
that most of these frictions could be satisfactorily reduced without 
recourse to any such revolutionary changes as the elimination of 
interest. Incidentally, I may observe that economists display 
a remarkable unanimity about the inexpediency of any drastic 
change and the widest disagreement about nearly every minor 
proposal. In the case of interest, classical economists will, doubt- 
less, say that most of the evils of interest grow out of price changes, 
and that a great deal can be done to stabilise prices. 

With regard to this answer, it occurs to me to state summarily 
three points: First, it is not proved that price stability would 
eliminate the evils of interest charges on uses of consumptive 
credit, particularly for wars. And, if anybody can borrow, the 
State will always be the largest borrower. Secondly, it is begging 
the question to talk of eliminating the evils of debt by stabilising 
prices, inasmuch as large-scale uses of credit are probably the 
main factor disturbing price stability. It is equally begging 
the question to say that unwise uses of credit are the cause of 
extreme price fluctuations and many of the hardships of debtors. 
If there were a way of insuring against unwisdom in the use of 
credit for production, profits would disappear and the only reason 
for a use of credit in production would cease to exist. Thirdly, 
no one has yet shown how prices can be stabilised or past fluctua- 
tions seriously reduced in a world of freedom of contract, credit 
and wars. It misses the points of any adequate critique of 
interest-bearing debt to talk wishfully about co-operation and 
planning to reduce the amplitude of the fluctuations of the general 
price level. 

It is open to question how much an elimination of interest- 
bearing debt would contribute to the stabilisation of prices. But 
it does seem a more fruitful field for study and experimentation 
than that of credit and price control in a world which seeks to 
maintain freedom of private enterprise. It also seems probable 
that a debtless economy might minimise both the frequency and 
magnitude of wars. If wars had to be financed by capital levies, 
the rich would be our most effective pacifists. If foreign loans to 
warring Governments were eliminated, wars would necessarily be 
smaller. 
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In this connection I think the apologists of credit should recall 
that the institution had its earliest growth, and subsequently has 
had its most significant expansion as a tool of governments 
engaged in the prosecution of war. But for a faith in British and 
French promissory notes, the people of the United States would 
certainly not have developed a sufficient attachment to the cause 
of world democracy and other pleasant abstractions to fight a 
forty-billion-dollar war. A British default on its war debt to the 
American Government will constitute an epoch-making lesson to 
neutrals as well as a vindication of canonist doctrine. The 
trader’s notion of neutrals’ rights has not been concerned with the 
necessities of life for the neutral, but with safety of person and 
property in the traffic of neutral goods for the I.0.U.’s of the 
belligerent. It seems evident that these goods ought not to be 
delivered by neutrals, and that it serves them right to discover 
after the war that their war-gotten foreign assets must prove 
largely worthless. 

Much has been written about the benefits of productive credit, 
but very little on the subject of destructive credit. The successes 
of credit in mobilising the maximum productive powers of a nation 
for the ends of destruction have been glorified by economists. It 
remains for them to show how many depressions have been 
arrested by the credit institutions. 

The effectiveness or impotency of credit is now being tested. 
The next ten years should furnish evidence on which to pronounce 
a verdict. If, without a war, it is found possible through the 
wise use of credit—now the chief preoccupation of the American 
Government—to check the present decline and to stimulate an 
upturn, the defenders of interest will have a stronger case. If a 
war has to take us out of the present depression, or if Government 
expenditures financed by capital tax levies, accompanied by a 
large-scale issue of fiat money or practically non-interest-bearing 
central bank credit, proves to be the way out, then the case of 
interest will appear well-nigh hopeless. Credit is on trial. 

It seems appropriate in 1932 to discuss interest and debt in the 
light of present-day realities, and not class-room hypotheses 
showing how credit is understood by its apologists to work. The 
canonist doctrine cannot be dismissed by simplest hypotheses 
which are as remote from most of the realities of to-day as free 
land for American settlers. The canonist doctrine should be 
discussed in the light of the hypothesis that the British nation 
cannot honour its 1.0.U. This hypothesis will be found highly 
relevant both to canonical thought of the fifteenth century and 


it is | 
orce 

the 

Lists 

itu- 

add 

out 

n of 

lay 

stic 

nor 

ibt- 

yes, 

rily 

uld 

ive 
the 

ing 

ing 

the 

ing 
of 
rs. 

of 

on 

ly, 

1a- 

lit 

of 

nd 

ral 

st - 

ut | 
on 

to 

le 

id 

8, 


318 THE ECONOMIC JOURNAL [JUNE 


realities of the twentieth. The era of transition from feudalism 
to commercialism and industrialism, as well as of the opening up 
of new continents, furnished grounds for a great deal of facile 
though generally specious refutation of the canonist doctrine on 
usury. The class-room hypotheses did not seem altogether 
grotesque during that era. The realities of to-day are less tolerant 
of the Calvinistic harmonies between private greed and public 
good. As an American, who is not unread in economic subjects, 
I must say that I find far better arguments for the cancellation 
of war debts among the canonists than I find among the neo- 
classicists. There is something peculiarly incongruous about any 
theoretical defence of interest made in 1932 by a British economist. 
A transient industrial supremacy furnished an excuse for 
Macaulay’s youthful bantering of Adam Smith’s sounder criticism 
of the growth of the British public debt. But in 1932, when the 
world’s premier lender and borrower, and still an immensely rich 
nation on international balance, is forced to default on a foreign 
debt and to tolerate an unstable currency, it seems a trifle humour- 
less for British economists to dismiss as long since refuted the 
canonist doctrine on usury. Of course, some British economists 
may find a satisfactory explanation in blaming foreigners for 
management of gold, credit, tariffs, foreign investments, prices 
and sundry other matters in ways unfavourable to the proper 
functioning of the British credit system. But why is it a scientific 
explanation to blame the other fellow for the breakdown of one’s 
system? And why is it an exploded fallacy to say, along with the 
canonists, that the money-lending system is fundamentally wrong ? 
LAWRENCE DENNIS 
New York. 


II. Usury AND STANDSTILL 


AFTER Mr. Keynes has chivalrously thrown his shield over me, 
I feel no need to defend myself against the other distinguished 
symposiasts in the Economic Journal for March. Still less do I 
feel disposed to draw the bow of Ulysses by attempting to expound 
the true meaning of the T'reatise on Money. Of course I never 
suggested that the Canonists held the very same theories as Mr. 
Keynes, but only that he throws new light on the Canonists’ 
practical precepts and serves to make their prohibitions and 
allowances more defensible theoretically than modern economists 
have generally admitted. Apart from theory, the Canonist 
attitude needs no defence. Economic historians, among whom 
Cunningham and Ashley may be named, are mostly agreed that 
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in the conditions of the time the prohibition of usury served the 
welfare of society. It can hardly be said that the practical 
influence of modern economic theory has been equally happy. 
The tendency of legislation in the Western world is to restore some 
of the restrictions on money-lending which were abolished during 
the reign of laisser-faire. Modern experience has been too much 
for modern theory. For the most striking example of reaction of 
observers against the results of modern theory, readers should 
turn to the chapter entitled ‘‘ Indebtedness ”’ in the 1931 Report 
of the Royal Commission on Labour in India. In all social history 
there are few pages so shocking as these, and the Royal Commission 
(on p. 229) apportions a measure of responsibility for the evils 
it describes to the influence of nineteenth-century economic 
thought. 

It is not obvious that the modern economist, even on the 
ground of theory, is entitled to be supercilious towards the 
Canonists. It is several centuries since the world emancipated 
itself from the authority of the Canonists, and there has been 
ample time to construct a true theory of interest, but there is no 
theory in possession of the field to-day. Bohm-Bawerk wrote a 
volume to expose the errors and inadequacies of all his con- 
temporaries and predecessors, and Professor Cassel has written 
a monograph in which he assails the errors and inadequacies of 
Boéhm-Bawerk. The lack of a holeproof theory of interest was 
manifest to the student before Mr. Keynes began his new question- 
ings, and I imagine that opinion is now less settled than before. 

But the principal reason why economists to-day should be 
less complacent in disdain of the Canonists is that the system of 
loans at interest is to-day in ruins. It has collapsed before our 
eyes. With perhaps three or four exceptions, which may soon 
cease to be exceptions, every country in the world has, since the 
War, defaulted on its debts either directly or by going off the 
Gold Standard. It appears to me that it is a vice of interest 
that is at the root of the breakdown, but at this stage of the 
argument I only ask if it occurs to economists that the theories 
they expound have reference only to a system that has ceased to 
function? The technical word for the position now is standstill ! 

I now come to set forth what may conveniently be called the 
Canonist theory, or, more strictly, the theory of St. Thomas 
Aquinas which was held to support the Canonist legislation. The 
Canon law against usury was not originally based on any theory. 
It was based on the Scriptural law which was believed to possess 
Divine authority. The theory was evolved to explain the law 
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and rationalise its application. St. Thomas and his school did 
not make the same kind of economic analysis that we make 
to-day. The principal economic division which they made was 
between fungibles and non-fungibles, terms which are, I believe, 
still used in law, though not in economics. A fungible good is 
one which is consumed in being used, a good which has no negoti- 
able usufruct, a thing whose use cannot be sold, lent or given away 
apart from the thing itself. Bread is a fungible good—the only 
use of bread is to be eaten, and when it is used it passes out of 
existence. You cannot sell the use of bread while reserving the 
ownership to yourself. A house is a non-fungible—it is not con- 
sumed in being used, and it is perfectly possible to sell the use of 
a house for a period without selling the house. 

The Canonist taught that when a buyer had paid the price 
representing the value of a fungible, he could not justly be required 
to pay something extra for its use. If sixpence was the just price 
of a loaf, it was unjust to charge an additional penny for its use. 
When a man bought the loaf, he bought its use, and he could not 
buy the use without buying the bread. 

An impatient reader may be bursting to ask, What has a sale 
to do with interest, since interest pertains to a loan, not a sale ? 
The answer is that, strictly speaking, a fungible that changes 
hands is not loaned, for it is not returned. The transaction is a 
transfer of ownership as well as of possession, it is an exchange, a 
sale, not a loan. The Canonists held money to be a fungible, it 
was consumed in being used. Mr. Keynes makes the same point 
when he says, ‘“‘ A man does not hold money for its own sake, but 
for its Purchasing Power ”’ (Vol. I. p. 53). Money was held to be 
a medium of exchange, and when it was once used by the borrower 
it was, as far as he was concerned, used up—it was, in the full 
sense of the word, spent. What is called a loan of money is, 
therefore, an exchange, and it was described by the Canonists as 
asale. The ownership, nor merely the use, was transferred to the 
so-called borrower, who was really the buyer. It was unjust, 
therefore, to charge him for the use of his own property. The 
productivity of the operations in which the money was used by 
the buyer does not give the seller any title to interest. 

No modern economic theory meets the Canonist argument. 
Productivity of capital? Interest is paid on money, not on 
capital, and it has to be paid irrespective of productivity. The 
reward of waiting? This is only the change of a word from the 
reward of abstinence, a theory over which Professor Cannan makes 
merry. The higher value of present over future goods? This 
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only explains why borrowers are willing to pay interest, and 
therefore why lenders are able to exact it. But it equally explains 
both the unconscionable extortion which even modern economists 
reprobate as usury and the commercial interest of the money and 
capital markets. The argument that the modern critics of the 
Canonists think is their trump card is a demonstration not of the 
rightness of interest, but its inevitability. When there is ex- 
change for present against future goods, interest must arise, 
because the difference between present and future values is itself 
interest. I do not deny the fact of differences of valuation 
between present and future goods, but I submit that the theory of 
interest founded thereon is abstract to the point of unreality. 
The theory isolates something called Pure Interest, something 
that results exclusively from the time-factor in valuation and is 
separate from profits due to management and the running of 
risks. Yet this Pure Interest may never have any identifiable 
existence in actual business; it may never have eritered into the 
calculations of those who supply the capital. We can go further, 
and say that identifiable Pure Interest is rarely, if ever, paid in 
connection with real capital. When economists try to give 
examples of Pure Interest, from which elements of profit and 
insurance are excluded, they generally point to the return on 
first-class Government securities. Thus the standard example 
of Pure Interest is afforded not by capital assets at all, but by 
debts. 

The debentures of very sound companies may possibly be 
quoted as yielding Pure Interest. I lay no emphasis on the fact 
of debentures representing debts, but it is important to note that 
sound debentures, and therefore the Pure Interest derived from 
them, can only come into existence after the business has been 
long established and profits have been earned and put back into 
the business ; and as soon as the profits seriously decline, the Pure 
Interest vanishes, for the reason that the debentures cease to be 
riskless and the return on them represents something that is not 
interest. . 

The submission I am making is that in productive industry 
the allegedly inevitable Pure Interest rarely has actual existence, 
and when it does exist it is not a necessary thing, but is con- 
tingent on profits, past and current. Pure. Interest has its exist- 
ence mainly in the minds of economists; it is a concept useful 
for purposes of analysis and exposition, like Consumers’ Rent, 
when theorists do not allow it to run away with them, but its 
importance in practical economics is very limited. This remark 

No. 166.—voL. 


id 

US 

2, 

is 

i- 

y 

y 
f 

f 

q 

} 


322 THE ECONOMIC JOURNAL [JUNE 


is applied, of course, to pure, ideal interest, not to the real, actual 
interest that the world of debtors has to pay. 

The merit of the Canonist theory is that it kept clearly in 
mind the fact that interest is a charge for the use of money, not 
a yield from the investment of capital. It is an error of modern 
theory to treat interest as the price of, or return from, capital. 
Money is not capital, it is not even “representative capital,” 
though it is potential capital, but the lender of money does not 
make the change from potency to act. Capital only exists as 
capital goods, and the service of converting money loans into 
capital, of using it productively, of Investment, in Mr. Keynes’ 
word, is performed by the borrower when it is performed at all. 

Canonist legislation prohibited all interest—we need not here 
consider exceptions based on extrinsic titles like lucrum cessans— 
but freely allowed profits even to sleeping partners. It is only a 
partial explanation to say that the Canonists recognised that risk 
gave a title to reward. Risk by itself gave no title. You could 
not bargain for interest because you were lending money to a 
doubtful character. Interest was forbidden, while profit was 
allowed, because interest arose simply from a loan of money and 
profit from an investment of capital. The investor of capital had 
not transferred his ownership, and therefore he was entitled to 
its product. The “lender ”’ of money had transferred ownership, 
and therefore had no right to the profits from its use. In striking 
at interest on money loans the Canonists were striking at Saving- 
without-Investment—apart from that which consists in the simple 
hoarding of currency. At the same time, they were positively 
encouraging, both by their prohibition of interest and their 
allowance of profit, Investment in the sense of the production of 
capital goods. It is astonishing to find economists writing as if 
lending naturally implied Investment, simultaneous or subse- 
quent. Mr. Keynes’ conclusions from analysis could be illustrated 
from Cunningham’s account of the opinion of the City authorities 
in the fourteenth century. These authorities approved of the laws 
against money-lending for interest. ‘‘ Just because men could 
make large sums by lending, they were less likely to join in partner- 
ships, and undertake the risks of trading.” } 

Money-lending without Investment was recognised practically 
and theoretically as a social evil in the fourteenth century. Mr. 
Keynes’ “ Saving without Investment ”’ is correctly translated as 
Money-lending without Investment, it being understood that 


1 Growth of English Industry and Commerce: Early and Middle Ages, 
p- 333. 
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savings deposits are regarded as lending. It is not my point that 
the distinction which the Canonists drew between interest and 
profit coincides with a distinction between interest on savings 
represented by debts and interest on savings represented by assets. 
The lending of money necessarily involves a debt, and it never by 
itself constitutes an asset, though it may be balanced by an asset 
if the borrower invests successfully. 

The great support which Mr. Keynes gives to the Canonists I 
take to be this: his strong distinction between Saving and 
Investment shows that it is theoretically wrong to treat money 
as representative capital and lending as Investment. Interest 
is the price paid for the use of money, it is not the yield of capital. 
The marginal productivity of capital, proved or assumed, may 
be one of the factors that go to determine the rate of interest, 
but interest has no necessary relation with capital productivity. 

H. SOMERVILLE 


Derecreasinc Costs: A MaTHEMATICAL NoTE 


Tuis note is an attempt to interpret, in terms of the mathe- 
matical analysis of production, some points made by Mr. Sraffa 
and Mr. Harrod ! on the question of the consistence of competitive 
equilibrium with decreasing costs. 


I 


The following simplifying conditions are assumed.? A single 
commodity X is considered. On the supply side, there are n 
svarces of production of X and m factors of production A, B, C 

. are used. The factors are obtained at given prices pa, Ps, Pc 

. and the production function for each source is given in the 


form 
= or (a,b,c. . .) 


where 2; is the amount of X produced at the rth source by com- 
bining amounts a, b, c . . . of the m factor of production. On 
the demand side, the total demand (x) for the commodity at a 
uniform price (p) is given by the demand function, x = f(p), 
assumed to be independent of the prices of other commodities. 
It is further assumed that the number of sources of production 
is so large that no one source can have any direct effect on the 


1 Economic JOURNAL, December 1926, June 1930 and December 1931. 

2 The analysis which follows can be generalised to include the production of 
any number of commodities and to take account of the demand for commodities 
and of the supply of factors on the basis of individual marginal utilities. ‘ 
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uniform selling price p. Finally, transport charges will be taken 
into account, but otherwise it is assumed that the conditions for 
a perfect market are satisfied. 

At the rth source of production, for a given output 2,, the 
factors of production are adjusted so that the average cost of 
production per unit (zr) is a minimum. The equations 

tr = (a,b,c. . .) 
= Pot + pb+pe+... 


Pa Po Pc 


are thus obtained.1 From these (m + 1) equations, a,b,c... 
can be eliminated, giving the supply equation for the rth source 
of production 

There are ” such supply equations (r = 1, 2,3 . . . ), obtained 
by considering the adjustments that take place at each individual 
source for any given output. On the demand side, it is simply 
given that the total output and the uniform selling price are related 


The next step is to relate supply and demand; there are n 
independent variables (2) on the supply side and one independent 
variable (py) on the demand side. In addition to the actual cost 
of production, each source of production must take into account 
its marketing expenses, including transport charges and, perhaps, 
a few other items.2 For simplicity, take the marketing 
expenses of each source as a function of the ratio of the 
source’s individual output to the total output (and demand). 
As this ratio increases, whether the total demand increases, 
decreases or remains constant,’ the marketing expenses increase. 
Hence, the marketing expenses of the rth source of production 


= dr where ¢’ > 0. 


At a uniform selling price p, the profits of the rth source, over and 
above the actual costs of production, are 


(p — mr)atr — pr where ar = F,(2r). 


1 Cf. Bowley, Mathematical Groundwork of Economics, pp. 36-7. 

2 It is not possible, however, to allow for advertisement charges without dis- 
turbing the conditions for a perfect market on which the analysis is based. 

3 Assuming that any variation in demand is distributed uniformly over the 
whole market. 
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For given p, the output 2, is chosen so that profits are maximised, 


i.e. d 

— mer — = 0 

or m= p — 
There are n such equations (r = 1,2,3 .. . n). 

Finally, 


C= %y+%+... fat... ta. . IV: 
The equations I-IV are sufficient to determine the 2(n + 1) 
unknown quantities 

Xr, w(r = 1,2,3 ... n), and p. 


II 


Consider the relation of this analysis to the question of decreas- 
ing costs. The rth source of production is subject to decreasing 


costs if F’,(a-)<0. Without the term the equation III 


would then give 7,> p, i.e. the rth source would sell at a price 
below cost price. In the words of Professor Bowley, “If the 
producers’ supply equations show constant or increasing return, 
no equilibrium is in general reached theoretically till one has driven 
all the others from the market or combined with them.” When 
marketing expenses are included, however, zr can be less than p 
even under decreasing costs, provided that — F’,(x;) < ot () 
which is positive. Competitive equilibrium is, in fact, consistent 
with decreasing costs ‘“‘ when small individual firms are held in 
equilibrium by being subject to increasing marketing expenses.” 2 
Notice that costs cannot decrease at all rapidly unless the rate of 
increase of marketing expenses is large. 

Further, the analysis seems to clear up Mr. Sraffa’s difficulty 
that, though it is formally correct to include marketing expenses 
in the cost of production, it is unsatisfactory to do so. It appears 
that marketing expenses, which depend on z as well as on 2,, 
should not be included in the actual production costs, but taken 
into account in the determination of individual outputs to meet 
the total demand. Marketing expenses appear, therefore, neither 
on the supply side nor on the demand side, but in the relation 
between the two. Mr. Harrod, considering only a single supply 
schedule and a demand schedule, comes to the conclusion that 
marketing expenses must be included in the supply function, 


1 Mathematical Groundwork of Economics, pp. 36-7. 
2 Mr, Harrod, Economic JouRNAL, December 1931. 
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which, therefore, becomes dependent on the state of demand.! 
This representation of the problem is an over-simplified one, and 
Mr. Harrod, I think, attempts to extract too much from it. Two- 
dimensional representations are easily over-strained. 

Notice that the individual sources of production are able to 
make profits, over and above the actual costs of production, 
simply because their production functions are different, i.e. 
because production is carried on under different conditions at 
different sources. If the production function and the marketing 
expense function are the same for all sources, there is no point in 
considering the sources separately, and the total receipts will 
exactly cover the costs of production (plus marketing expenses). 

Finally, if short-period production is considered, suppose that 
each source of production makes use of a fixed amount of plant. 
Let the factor A represent plant, and the amount a; (r = 1, 2, 3 

. n) used at each source is fixed. Instead of the equations I, 
short-period supply equations a, = F;(xr,ar) are obtained for 
given a, and 2z;. Giving a, various values, we obtain a family 
of short-period supply curves for the rth source of production, 
corresponding to Mr. Harrod’s family of parabolas.? Short- 
period decreasing costs correspond to vk <0, and this is con- 
sistent, as before, with competitive equilibrium if the rate of 
increase of marketing expenses is sufficiently high. The long- 
period supply equations I are re-obtained by minimising 7, for 


variable plant a,, i.e. from a, = F,(ar,ar) and = 0, which 


give the envelope of the family of short-period supply curves as 
the long-period supply curve. R. G. D. ALLEN 


London School of Economics. 


SUPPLEMENTARY NOTE ON CANADIAN Economic CONDITIONS 
IN 1931-2 

Pus.icaTIon of the report of the Canadian National Railways 
for 1931 and of the budget for 1932-3 warrants a brief supple- 
mentary note to Economic Conditions in Canada, 1931-2,3 in the 
interests of greater precision and with a view to reinforcement 
of the general conclusions. The budget speech of the Finance 
Minister announces a deficit of $119,000,000, expenditures 
$454,000,000, including $379,000,000 ordinary expenditures, 


1 “* Cost becomes a function of two independent variables, quantity of output 
and state of demand ”’ (ibid.). 
2 [bid. ® Economic JOURNAL, March 1932. 
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$17,000,000 capital expenditures, $55,000,000 special expendi- 
tures and $3,000,000 non-active loans and advances, as 
against receipts $335,000,000. Net debt increased, therefore, 
from $2,262,000,000 in 1931 to $2,381,000,000 in 1932. In 
1932-3 ordinary expenditures include $236,000,000 of uncontrol- 
lable expenditures ($10,000,000 over last year) and other items, 
practically uncontrollable as a result of severe reductions (to the 
extent of $35,800,000), making a total for the budget of 
$369,900,000. Old taxes are expected to yield $319,100,000 
and new taxes involving an increase of the sales tax from 4 to 
6 per cent., an increase in excise tax on imports from 1 to 3 per 
cent., and other forms of taxation, such as stamp taxes, are ex- 
pected to bring in $55,000,000. With only slight changes in 
the tariff, customs are expected to yield $100,000,000; excise 
$45,000,000, sales tax $70,000,000 (last year $41,000,000) and 
income tax $48,000,000 (last year $61,000,000). 

The new budget makes no provision for expenditures, other 
than ordinary expenditures. Other expenditures, including 
unemployment relief, totalled $75,000,000 last year. The policy 
of giving indirect relief through public works has been definitely 
abandoned, with the result that direct relief will become an im- 
portant item. In addition, the Finance Minister estimates that 
$16,000,000 will be spent on projects initiated last year. The 
budget, following earlier practice, has been presented without 
reference to the Canadian National Railways. The report for the 
calendar year 1931 shows a decline in net revenue from $22,000,000 
in 1930 to $1,000,000 in 1931 and an increase in the net income 
deficit from $36,000,000 to $61,000,000. In addition, the rail- 
road owes the Government $33,000,000 for interest on loans. 
It will be necessary for the Government under these circumstances 
to float a substantial loan in the not distant future. 

The demands of the Dominion Government have been 
paralleled by the demands of the provinces and municipalities. 
Bank loans have increased as follows : 


1931-2 (Millions of dollars). 


Municipalities. Provinces. 
January (1931) 105-22 26-31 
August 111-98 24-78 
September 114-79 32-99 
October 113-84 38-34 
November 118-13 42-05 
December 125-69 45-56 
January (1932) ‘ : ; 132-86 43-44 
February 139-29 56-23 
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Provinces and municipalities have been reluctant to convert 
borrowings to long-term bonds because of high interest rates. 
Ontario, for example, floated an issue on February 1 of $5,000,000 
for three years at 6 per cent. and of $20,000,000 for fifteen years 
at 5} per cent. 

The demands for capital and high interest rates have contri- 
buted to the difficulties of private borrowers. The main items 
of the bank statements indicate the character of the problem. 


Abstracts of Bank Statements, 1931-2. 
(Millions of dollars.) 


Specie Dominion Notes | Government | Dominion Notes 
* |Owned by Banks.| Securities. |under Finance Act. 
Jan. (1931). 71-23 110-17 396-77 12-5 
Aug. 64:57 98-99 452-41 6-5 
Sept. é 71-50 110-39 455-93 19-5 
Oct. , 89-95 111-86 487-91 24-5 
Nov. ; 87-61 153-65 507-76 66-5 
Dec. : 65-82 128-86 477-91 49-0 
Jan. (1932). 64:91 131-11 467-56 45-0 
Feb. ‘ 62-59 123-81 460-03 36-5 
(25-0 Royal 
Bank) 
Current | Call Loans| Call Loans| Savings Total | | Bank-note 
Loans. |in Canada.| Abroad. | Deposits. | Deposits. |Circulation. 
Jan. (1931) 1141 192-02 214-80 1428 1985 141-44 
Aug. 1127 158-63 109-67 1461 2030 141-81 
Sept. 1137 166-58 90-10 1456 2050 139-91 
Oct. 1141 158-58 90-74 1462 2043 152-93 
Nov. 1102 156-90 112-75 1396 2013 145-53 
Dec. 1082 134-73 83-12 1360 1937 145-01 
Jan. (1932) | 1071 131-17 65-92 1368 1875 133-67 
Feb. 1063 129-76 98-95 1390 1886 134-29 


Trade statistics for the fiscal year show a decline as follows : 
(Millions of doilars.) 


1930-1. 1931-2. 
Exports . 800 586 
Imports . 907 579 
Excess of exports. : — 107 +7 


On April 19, exchange on New York was 90; cents. National 
income! is estimated to have declined from $5,123,000,000 in 


1 T am indebted to Mr. D. C. MacGregor for these estimates. They have been 
worked out along similar lines to the estimate of the Dominion Bureau of 
Statistics giving $5,586,000,000 for 1929. He estimates that the percentage of 
total debt charges, dominion, provincial and municipal, to national income has 
increased from 3-6 in 1928 to 7-1 in 1931. 
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1930 to $3,806,000,000 in 1931. Prospects are not bright for a 
good wheat crop in 1932. H. A. INNIs 
Toronto. 


A Note on. CANTILLON 


Tue Essai by Cantillon, the latest of the special publications 
of the Royal Economic Society,! has had a gratifying reception 
in the press of different countries and has led to communications 
to the Editor, some of which are of general interest. 

Professor A. W. Marget, of the University of Minnesota, calls 
attention to a passage in the Abhandlung von dem Geldsumlauf 
of J. G. Biisch, Hamburg and Kiel, 1780, 2 vols., 8vo. In the 
Preface to Vol. I. (pp. 17 and 18, unnumbered) Biisch refers to 
Cantillon and adds, in a footnote: ‘‘ Author of an Essay on the 
Nature of Commerce, of which I have before me the -~-French 
translation, London, 1755, 8°. He was a rich merchant in Lon- 
don who, after he had retired from business, was murdered 
by his valet, who set fire to the house and took flight, but 
shot himself in America, whither he had been pursued.” Biisch, 
the last of the old German mercantilists, was Professor of 
Mathematics and founded the Handelsakademie in Hamburg, 
of which he was the Director. He was a prolific writer upon 
Money and Trade and his works are of considerable interest and 
ability. 

Mr. J. C. Nagle, of Cork, has obligingly communicated to the 
Editor a copy of the “ Généalogie de la famille de Cantillon, par 
Joseph et Henri Cantillon de Lacouture. Bellac. Imprimerie de 
J. J. Th. Clochard, 1879, 30 pp.” This supplements, and in 
part corrects, the Notice Historique by the Chevalier O’S[ullivan], 
1841, but is mainly concerned with the branch of the family 
exiled in France after the Civil War. It adds nothing to our 
information about the economist. Mr. Nagle has contributed 
to the Dublin review Studies for March 1932 an article of 18 pages 
on “ Richard Cantillon of Ballyheigue. His place in the History 
of Economics.” This will be read with interest by admirers of 
Cantillon, and is based upon an unpublished thesis on the subject. 
Mr. Nagle has made some further inquiries into the Irish records 
of the family. It is unfortunate that he begins his article with 
a statement that Cantillon “ travelled as far as Japan and Brazil ” 


1 The Life and Work of Cantillon, edited by Henry Higgs. Pp. ix + 394. 
Price to members of the Royal Economic Society, 7s. 6d. 
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—a blunder originating with Legrand in 1891 and copied by 
Professor Gonnard and other French writers. The error and 
its explanation are exposed in a note on p. 364 of the Essai 
(Higgs’s edition). There is no reason to think that Cantillon’s 
travels extended beyond Europe. 

Mr. Nagle has also sent us a copy of a piece of music entitled 
“The Lament of Richard Cantillon,’ extracted from Petrie’s 
Ancient Music of Ireland, 1855. This was “ written about the 
year 1750 by Richard mor [great] Cantillon of Rath Fraoich . . . 
between Clann-a-Tochair and Ballyheige, and addressed to the 
beautiful Bridget O’Halloran.” The composer was probably 
the nephew of the economist, who at four years of age was made 
a nominal partner in the firm of Cantillon and Hughes in Paris 
from 1720 to 1723 in place of his uncle and namesake. Cantillon 
left a legacy and an annuity to his nephew Richard, and can 
hardly have had more than one of that name or he would have 
needed to add some distinction. The lament is considered by 
Professor Foxwell to show musical genius and in pure beauty of 
tone to be reminiscent of Gluck. 

Noteworthy among the reviews of our edition of the Essai 
is the long and highly laudatory article by Professor Luigi 
Einaudi in La Riforma Sociale, Turin, Jan. and Feb. 1932. He 
describes it as a model of what an edition of a great classic should 
be, asserts that even a small part of Cantillon’s anticipations of 
modern economics would suffice to set him on a pedestal of glory, 
and that no one can dispute the claim that he was the first great 
writer on ‘“‘ pure ”’ economics. 

The claim has, however, been questioned in the Literary 
Supplement of The Times by a reviewer who, while not unap- 
preciative of the merits of the Essai, says that Jevons ‘“‘ overshot 
the mark” in describing Cantillon’s work as the first treatise 
on economics, and asks, ‘‘ What of Montchrétien’s, T'raité de 
VG@conomie Politique published in 1615?” The short answer 
to this is that Montchrétien was not an economist at all. 
His work is a rehash of Bodin and earlier writers on politics. 
Professor Gide, whose recent death we have to deplore, says that 
the title of the book “is practically the only portion that has 
deserved to survive” (Palgrave’s Dict. of Political Econ., s.v. 
French School). It may be questioned whether even that 
merited survival or will survive much longer. The title @cono- 
mics used by Xenophon and Aristotle (if titles go for anything 
in this connection) is much earlier, and is now superseding Political 
Economy as the name of our science. When Jevons said (p. 360, 
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Higgs’s edition) that the Essai was “ the first systematic Treatise 
on Economies ” he chose his adjective advisedly. His assertion 


holds the field, and will probably always do so. 
i, 


THE Econometric SocrETy 


On December 29, 1930, a group of economists, statisticians 
and mathematicians met in Cleveland, Ohio, U.S.A., to form a 
new society, to be called The Econometric Society, an International 
Society for the Advancement of Economic Theory in its Relation 
to Statistics and Mathematics. A constitution was adopted and 
the following officers were elected : 


President : Prof. Irving Fisher, Yale University, New Haven, 
Conn., U.S.A. i 7 


Members of the Council : 


Prof. Luigi Amoroso, University of Rome, Rome, Italy. 

Prof. L. v. Bortkiewicz, University of Berlin, Berlin, Ger- 
many (now deceased). 

Prof. A. L. Bowley, London School of Economics, London, 
England. 

Prof. Francois Divisia, Keole Polytechnique, Paris, France. 

Prof. Ragnar Frisch, University of Oslo, Oslo, Norway. 

Dr. Charles F. Roos, Smithsonian Institution Building, 
Washington, D.C., U.S.A. 

Prof. Joseph Schumpeter, University of Bonn, Bonn, 


Germany. 
Prof. E. B. Wilson, Harvard University, Cambridge, 
Mass., U.S.A. 


Prof. Wl. Zawadsky, University of Wilno, Wilno, Poland 
(now Vice Minister of Finances in Warsaw, Poland). 


Later Prof. Francois Divisia was elected Vice-President, 
Dr. Charles F. Roos, Secretary, and Mr. Alfred Cowles, 3rd, of 
Colorado Springs, Colorado, U.S.A., Treasurer. 

The first European meeting of the Society was held September 
22-24, 1931, in Lausanne, Switzerland. Professor Boninsegni, 
Prof. Gustavo Del Vecchio, Prof. Marco Fanno, and Prof. G. 
Darmois presided at these sessions, at which papers were presented 
by the following persons: Prof. Ragnar Frisch, Prof. René Roy, 
Prof. Boninsegni, Dr. Johan Akerman, Dr. Otto Weinberger, 
Prof. Del Vecchio, Prof. Piero Sraffa, Dr. Jacob Marshak, Dr. 
Fanno, Dr. Hans Staehle, Prof. Darmois, Dr. Le Corbeiller, 
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Dr. P. N. Rosenstein-Rodan, Prof. G. H. Bousquet, and Dr. 
J. Tinbergen. 

Meetings were held in the United States in Washington, D.C., 
December 28 and 29, 1931, in connection with the annual meetings 
of the American Economic Association and the American Statis- 
tical Association. Prof. Irving Fisher and Prof. Frederick C. 
Mills served as chairmen of these sessions, at which the following 
persons presented papers: Prof. J. H. Rogers, Col. M. C. Rorty, 
Dr. Mordecai Ezekiel, Prof. H. C. Carver, Dr. Carl Snyder, Prof. 
Holbrook Working, and Prof. Henry Schultz. 

The Econometric Society also held joint meetings with Section 
K of the American Association for the Advancement of Science, 
in New Orleans, La., on January 1, 1932. Prof. G. C. Evans 
and Prof. Harold Hotelling presided at these sessions, and the 
papers were read by the following men: Dr. C. F. Roos, Dr. 
W. A. Shewhart, Prof. Hotelling, Prof. E. B. Wilson, Prof. Evans, 
Dr. Joseph Mayer, and Prof. J. B. Canning. 

The Society plans to hold meetings between June 20 and 25 
in Syracuse, New York, and in Atlantic City, New Jersey, in 
December 1932. Probably European sessions will also be held 
during the current year. 

There are one hundred and ninety Charter Members of the 
Society, but nomination to its regular membership is now open 
to all those interested in the field of econometrics, including 
young economists and graduate students. To become a member 
of the Society a candidate must be proposed to the Council by 
two other members. If the candidate is then nominated by 
the Council, his name is submitted to all members of the Society 
for their vote. 

The Econometric Society will publish a quarterly journal, 
Econometrica, of which Prof. Ragnar Frisch of Oslo, Norway, 
is the Editor-in-Chief, and Mr. Alfred Cowles, 3rd, of Colorado 
Springs, Colorado, U.S.A., the Circulation Manager. 
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OBITUARY 


CHARLES GIDE 


It is my sad duty to open my tenure of the office of Cor- 
respondent, which the Royal Economic Society has been good 
enough to assign to me, with an obituary of my predecessor, who 
had held the position since the foundation of the Society, and 
had played so noteworthy a part in the development and teaching 
of economic doctrine in France. 

If we would appreciate this part, we must recall what economic 
science was in France fifty years ago, when Gide’s little manual, 
which was destined to achieve so brilliant a success, was first 
published. At that time a school of French physiocratic origin, 
whose representatives exercised a kind of semi-scientific, semi- 
dogmatic dictatorship at the Collége de France, at the Académie 
des Sciences Morales and on the Journal des Economistes, reigned 
supreme and unchallenged. Liberalism was their creed: a 
creed which had battled since 1830 for political liberty, free 
trade, freedom in banking and the gold standard, and had emerged 
from the struggle victorious and strengthened, and convinced 
too that the future was absolutely secure. After the Church 
Militant, the Church Triumphant. 

But after 1880 the doctrines of Protectionism and Socialism 
began to gain ground in France, and the new German Empire 
showed leanings towards State socialism. The economists of 
the French Liberal school condemned both tendencies as an 
extremely dangerous return to outworn theories, which the 
commercial treaties of 1860 and the failure of the Paris Commune 
in 1871 had signally defeated. They considered it their first 
duty to uphold the principles to which they owed their own 
supremacy. Any signs of interest or even toleration for opposite 
views they met with instinctive hostility. This bellicose and 
purely political attitude resulted in a contemptuous neglect 
not only of the new work of the German historical school, but 
even of the researches undertaken after Cournot, by men such 
as Menger, Jevons and Walras. In view of the urgency of pro- 
blems of the day, the Liberal economists deemed those researches 
over-subtle and wasteful of good time. Perhaps too they scented _ 
danger to their own theories from the conception of relativity 
which the scientific spirit tends to bring to bear even on political 
programmes. Gide, therefore, was right in maintaining that 
of all the names which the school assumed, its favourite title, 
that of Liberal, had the least justification. If, that is, we interpret 
Liberalism as essentially liberty in doctrines and thought. 
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in 1876 the Faculties of Law were enlarged to include in- 
struction in Economics, facilities for which had hitherto been 
available only at the Collége de France. The first concrete 
result of this measure was the publication of two books, which, 
though very dissimilar in content, roused the ire of the Liberal 
school in equal degree. One was the work of Cauwés (1878), in 
whom the protectionist faith found its first enthusiastic defender : 
the other, by Gide (1883), was much more classical in treatment 
and very liberal in outlook, but gave evidence of a sympathetic 
interest both in new economic theories and in social problems. 
Gide was, at this time, a youthful professor of 35. After teaching 
at the Faculty of Law at Bordeaux, he was appointed to a similar 
position at Montpellier near the Cevennes, where he had passed 
his childhood in the little town of Uzés, which he had regretfully 
left to pursue his studies at Paris, where he followed his elder 
brother Paul, afterwards an eminent professor of Roman Law. 
Charles Gide was never much interested in legal studies. He 
preferred literature and science, above all astronomy. Political 
Economy was for him a means of escaping from Jurisprudence, 
whilst continuing to teach in the Faculty. 

A very hostile review of the work of Cauwés appeared in the 
Journal des Economistes. Gide’s Manual, written with such 
literary skill as no one could fail to acknowledge, was less virulently 
attacked, but immediately aroused the liveliest suspicion, more 
particularly since the merits of its style attracted a large number 
of readers at home and secured numerous translations into foreign 
languages. Gide himself has given an account of these early 
difficulties in a witty and forceful address delivered last year 
at the Annual Dinner of the Revue d’Economie Politique. It was 
published in the Revue for October, and I venture to refer the 
readers of the Economic JouRNAL to a page of history which 
redounds so much to the credit of the historian who wrote it. 

The value of the new manual, published in 1883, lay less in 
the originality of its economic doctrine than in the open-minded- 
ness with which it welcomed new methods and ideas. Gide was 
the first to expound the theory of marginal utility; he pointed 
convincingly to the evidence of historical relativity furnished 
by existing social and economic institutions, such as private 
property, the wage system and free trade, and to the changes 
which the future might yet have in store for them. But above 
all he aimed at rousing the interest of his readers and students 
in the movements and unexpected reactions of our evolutionary 
social and economic order, which had brought out so many new 
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features in the past century and held the possibility of so many 
more. Dryness and boredom were Gide’s bugbears. His treatises 
revealed, not the master trying to impose final principles on his 
readers, so much as the sociologist interested in the development 
of human societies and anxious to awaken the same interest in 
his students. Henceforward all Gide’s efforts were guided by 
this desire, and the whole of French economic teaching during 
the subsequent twenty years was in a measure shaped by this 
influence. The same ideal inspired the Revue d’ Economie Politique, 
which he founded in 1887. He launched a wide appeal to foreign 
contributors from Germany, England and America; he wanted 
his Review to be the French organ of all the new thought in 
Politics and Economics. New movements were not enemies to 
be fought: on the contrary, he spared no effort to discover. in 
each the element of truth it contained. Very speedily his Re- 
view became a centre of attraction for French economists such 
as Walras, who could not find a platform elsewhere. ~As for 
foreign economists there is not a single name of renown in the 
scientific world, from the Austrian school and the historical 
German school to Edgeworth, that is not to be found in the list 
of its contributors. In the same spirit of wide and sympathetic 
understanding Gide wrote his Histoire des doctrines économiques, 
soon translated into many languages. Although we had not 
previously worked together and I had no claim except that I 
was his successor in the Chair of Montpellier, he invited my 
collaboration in this work. 

A little later, when a competitive examination was instituted 
for the selection of the future Professors in the University from 
among the graduates in Law, Gide served on the jury almost 
uninterruptedly either as an ordinary member or as President, 
and he succeeded in creating the same liberal atmosphere in 
this sphere. We are therefore justified in crediting to this in- 
fluence the best part of the eclecticism and the liberty which 
characterise the teaching of economics in France to-day. This 
teaching, though far from perfect, admittedly enjoys the perfect 
academic liberty which is indispensable to the progress of science. 
Never, in the appointment of a professor, have the candidate’s 
religious, political or social opinions been taken into considera- 
tion: his teaching ability and his understanding of economic 
phenomena have been the sole criteria. It was Gide’s great 
achievement that he steered French Political Economy back 
into the great international scientific current, out of which it 
had temporarily dropped. As lately as a few years ago, the 
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names neither of Gide nor of the principal collaborators in his 
Review were ever mentioned in papers such as the Journal des 
Economistes, or the Economiste Francais. 

Although I said, a little way back, that Gide was a new force 
in Economic teaching rather than in Economic theory, I do not 
overlook the great number of new ideas and ingenious explanations 
which are found in his treatise. His theory of saving, for instance, 
which differentiates between saving as such and investment is in 
some respects akin—although he does not use it as premise to 
the same conclusions—to the distinction recently drawn by Mr. 
Keynes between these two economic operations, and adopted 
as a partial basis for his conclusions in the Treatise on Money. 

But his work as an economist and teacher, important though 
it was, absorbed no more than half of Gide’s activities. From 
the very beginning of his career he took the greatest interest in 
social problems, and he became both the apostle and the theoretical 
exponent of an original theory of consumers’ co-operation known 
as the doctrine of the School of Nimes. It is as a socia! philosopher 
rather than as economist pure and simple that Gide became 
famous. For the most striking evidence both of his marvellous 
capacity for work and of the sensitiveness and enthusiasm which 
he concealed under a very unemotional demeanour, we must 
look to the propagandist speeches which were the natural ex- 
pression of his magnificent oratorical gifts; his lectures on the 
Co-operative Movement, his treatise on Social Economics, his 
brilliant courses on Co-operation at the Collége de France (all 
written and published between his seventy-sixth and eighty- 
first year!) and his practical leadership of the Consumers’ Co- 
operative Movement in France from 1886 down to the very last 
weeks of his life. In recognition of his services as a Co-operator 
and tireless pioneer of social progress, a Chair of Social Economy 
in the Faculty of Laws was founded for him by the Comte 
de Chambrun. When he resigned this chair on the eve of his 
retirement from professional work, the French Co-operative 
Societies founded a ‘‘ Chair of Co-operation” in his honour at 
the Collége de France, a signal proof of their appreciation of the 
value of his assistance and prestige. M. Millerand too paid his 
tribute by commissioning Gide to write the great report on the 
Social Economy Exhibit at the International Exhibition of 1900. 
As a member of the Conseil Supérieur du Travail and the Conseil 
Supérieur de la Co-opération, he was privileged to take part in 
the development of all the social legislation of the fifteen years 
which preceded the war. Only a few months ago he was organis- 
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ing an international centre for the keeping of records of the Co- 
operative Movement, and up to the very last days of his life he 
never relaxed his efforts for the cause which he held to be the 
most potent instrument for peace between social classes as 
between nations. 

If we look for the guiding principle underlying the noble 
achievements which this great worker leaves behind him, we 
shall find it exclusively in the deep Christian feeling which Gide 
derived from his education as a Protestant of the Cevennes. 
Co-operation seemed to him to be the one practical method which 
true Christianity could adopt in order to imbue not only the 
moral but the economic life of man with its own spirit. He 
tells the story of his childhood at the little College of Uzés in 
the south of France, with a simplicity such as only the great 
literary gifts and the power of imagination which were his family 
heritage could achieve. In one of his last lectures he describes 
with incomparable charm the social circle at Nimes, wherein 
the School of Nimes took shape. Here, with the help of a few 
friends (among them a pupil of the Fourier of fantastic and 
prophetic visions to whose work he devoted such searching 
analysis) he founded the first Co-operative Society, the first 
Association for the promotion of Peace, and the Society of 
Christian socialists. 

It was at a Co-operative Congress at Lyons in the year 1886 
that he first outlined the doctrine of Co-operation in all its full- 
ness, and claimed that its adoption would lead to the abolition 
of the wage system. Although later he toned down considerably 
the expression of this, it provoked a veritable rising in arms 
against him, and the Liberal Economists never forgave him. 
His failure to be elected to the Académie des Sciences Morales was 
directly due to it, his articles in favour of an Income Tax acting 
as contributory cause. Gide, on the other hand, wrote numerous 
articles in criticism of the beaten track which led young econo- 
mists straight from the Guillaumin Library to the Académie. 

It was not until late in life that Gide was called from Montpellier 
to a Professorship in Paris. He was then fifty years of age and 
always looked back with regret on his life in the provinces. But 
his residence in Paris enabled him to do much besides his pro- 
fessorial and co-operative work. He was active in the service 
of many independent institutions such as the Ecole de Service 
Social and the Collége des Science Sociales, and his interest in 
them never flagged. He joined in every liberal campaign—for 
the defence of the rights of natives in the Colonies, for feminism 
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and for the promotion of peace, the object of his special devotion. 
His independence of mind and character, and his indifference to 
official honours won him great moral prestige. Moreover, his 
activity and enterprise seemed to increase with advancing years. 
At the age of seventy-six he set out on a journey first to Moscow 
and then to Jerusalem, to study the Russian Co-operative Move- 
ment and the agricultural Co-operative societies of the Jewish 
Colonies in Palestine at close quarters. His contact with actual 
life and his sympathy with all that is alive and new lend to the 
last volumes that Gide published a freshness of style and feeling 
which rouses our enthusiastic admiration. 

The courage which distinguished him throughout life did not 
fail him in death, which he faced with stoic calm, although he 
expressed regret at being compelled to leave unfinished the work 
he had in hand. 

The death of Gide closes a chapter in the history of economic 
and social thought in France. The war has forced into the back- 
ground many of the problems which filled the mind of his genera- 
tion, while problems of currency and finance, and problems of 
international exchange have come up again with unforeseen 
urgency. On these topics Gide agreed in the main with the 
classical school. But they never roused his enthusiasm to any- 
thing like the same degree as social questions, and it is in this 
latter field that his fame will live longest. 

CuaRLEs Rist 


LADISLAUS VON BorTKIEWICZ 
(Aug. 7, 1868—July 15, 1931). 


Von BortKiEwicz by far the most eminent German statisti- 
cian since Lexis, whose pupil he was in important respects, was 
not a German by descent. He came from one of those Polish 
families which had made their peace with Poland’s Russian lords, 
and was brought up in St. Petersburg, his birthplace, where he 
also went to the University and where he later on taught for a 
time. Connections formed during a prolonged stay in Germany, 
where in 1895 he had become a Privat-Dozent in the University 
of Strassburg, led to his being appointed, in 1901, to an “ extra- 
ordinary ”’ (= assistant) professorship at Berlin. Characteristic- 
ally enough, this eminent man was never thought of as a candidate 
for one of the great chairs, either in Berlin or at any other Uni- 
versity, and it was not until 1920, when by a measure intended 
to “ democratise ’’ faculties, all extraordinary professors became 
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full professors ad personam, that he obtained that rank, without, 
however, ceasing to be entirely isolated. 

There were several reasons for this. He was a foreigner. 
Although not a clumsy speaker or writer, he was not a good 
lecturer, and his lectures, which he elaborated with a minute and 
conscientious attention to details all his own, were said to be 
delivered to rather empty classrooms. His critical acumen 
made people fear him, but it hardly contributed to making them 
love him. Those colleagues whose duty it would have been to 
propose his name to the Ministries of Education were hardly in 
a position to understand his contributions. He did not seem 
to mind, but kept aloof in dignified reserve, enjoying the respect, 
with which everyone looked upon him, and a quiet scientific 
life to be cut short in the fullness of his powers by an unexpected 
death. A bibliography of (as far as I can see) his whole pub- 
lished work has been drawn up by Professor Oscar Anderson,} 
to which I refer the reader. 

Nature—it is not often that the goddess makes up her mind 
so decidedly—had made him a critic, so much so that even his 
original contributions assumed the form of criticisms, and that 
critique became his very breath. This critical faculty, or rather 
passion, which did not stop short at small blunders in numerical 
examples, stands out particularly in his work as an economist. 
Here he was not an originator, and I believe he just missed great- 
ness by refusing to put to full use the mathematical tools at his 
command, which at the time of his prime might have made him 
rival the fame of Edgeworth or of Barone. But he upheld the 
flag of economic theory—professing the Marshallian creed—at 
an epoch and in a country, in which hardly anyone would hear 
of it, and he cleared the ground of many battlefields by his power- 
fulsword. By far his most important achievement is his analysis 
of the theoretical framework of the Marxian system (Archiv fiir 
Sozialwissenschaft, vols. 23 and 25, and Conrads Jahrbicher, 
1907), much the best thing ever written on it and, incidentally, 
on its other critics. A similar masterpiece is his paper on the 
theories of rent of Rodbertus and Marx.(Archiv fir die Geschichte 
des Sozialismus, vol. 1). Where blunders are secondary and 
fundamentals sound, as in the cases of Walras, Pareto and Béhm- 

1 Zeitschrift fiir Nationalokonomie, Vol. III, No. 2. In writing about a man 
who was a paragon of conscientiousness I may perhaps allow myself for once to 
follow the example set by him, and to point out a misprint occurring on p. 279, 
sub. no. 2, of the list of his economic papers : He did not, in his critique of Pareto’s 


Cones, reproach the marginal utility school with fostering an “‘ ultra-radical”’ 
economic policy, but an ultra-liberal one. 
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Bawerk, the stern critic shows to less advantage. As a writer 
on monetary theory and policy, he ranks high among German 
authors. The subjects of the gold standard, of banking credit, 
of velocity of circulation owe much to him. The best he did in 
this field, however, is his work on index numbers (Nordisk Statistik 
Tidskrift, 1924), a masterly review of Irving Fisher’s work amount- 
ing to an original contribution in the matter of tests. 

In the field of statistical method, his dpucrefa among Ger- 
mans is, of course, undoubted. As the discoverer of the ‘‘ law 
of small numbers ”’ (1898) and the leader of the Lexian school, 
he has won an international name which will go down to 
posterity. His book on probability (Die Jterationen, 1917), 
his only ‘‘ book ’—he had so great an inhibition on giving to 
the public that he lost some of the claims to high originality 
which he would otherwise have had—is an admirable piece of 
work even when looked at without any predilection for the 
fundamental conception of probability which underlies it. It 
is impossible, nor would it be proper in an economic journal, 
to unfold the long list of Bortkiewicz’s contributions to the theory 
of statistics. A few instances of special importance to the 
economist must suffice. No one has done more to clear up the 
important subject of the measures of inequality of incomes 
(nineteenth session of the Institut International de Statistique). 
Most of us will read with profit and pleasure those excellent 
papers on the quadrature of empirical curves (Skandinavisk 
Aktuarie Tidskrift, 1926) and on homogeneity and stability in 
statistics (ibid., 1918), or the one on variability under the Gaussian 
law (Nordisk Statistisk Tidskrift, 1922) or on the property 
common to all laws of error (Sitzwngsberichte der Berliner math. 
Gesellschaft, 1923) or on the succession in time of chance events 
(Bull. de Vinstitut international de Statistique, 1911)—not to 
mention any of his papers on mortality and insurance, some of 
which are treasures of their kind. 

But in order to give an idea of the compass of his mind it is 
necessary to point to one more opusculum of his, far removed 
though it is from economics: his pamphlet on “ Radio-aktive 
Strahlung als Gegenstand wahrscheinlichkeitstheoretischer 
Untersuchungen,” Berlin, 1913. In turning over the pages of 
this parergon, one seems to discern the true contour-lines of the 
mind of the economist who wrote it, and one begins to wonder 
whether one can rely on what he published as a measure of the 
range of his possibilities. 


Jos. A. SCHUMPETER 
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International Labour Office, Geneva. 
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University College, Nottingham. 

Verkehrs- und Handels-Aktiengesellschaft, Berlin. 

Volkswirtschaftliches Seminar, Universitat, Freiburg. 


Professor H. A. Innis, of the University of Toronto, has been 
appointed as the Society’s Correspondent for Canada, in place of 
Mr. C. R. Fay, who has now returned to Cambridge as Reader in 
Economic History. 


This year the British Association will meet at York from 
August 31 to September 7. Section F (Economic Science and 


_ Statistics) is to be presided over by Professor R. B. Forrester, who 


has selected “‘ Britain’s Access to Overseas Markets ” as the sub- 
ject of his address. A varied programme has been arranged, 
including papers by Dr. Benham on “ Agriculture and Economic 
Change ”; Professor Bellerby on “‘ The Overthrow of the Laws of 
Distribution”; Mr. C. R. Fay on “ Reconciliation of Producer 
and Consumer within the Co-operative Movement ”’; Professor 
Robbins on ‘‘ The Gold Standard and the Great Depression ”’ ; 
Professor Allen on “‘ The Economic Position of Japan ’”’; Dr. Roll 
on “‘ The Effects of the World Depression on the Banking Systems 
of Central Europe’; and Mr. Morgan Rees on “‘ Some Assump- 
tions underlying Equilibrium between Production and Consump- 
tion.” In addition, there is to be a symposium on the “ Location 
of Industries,’ in which Mr. Jewkes, Professor Marquand and 
Mr. Brindley Thomas will participate. 

Further particulars of the arrangements can be obtained from 
the Recorder of the Section, Dr. K. G. Fenelon, 41 Moorland Road. 
Didsbury, Manchester. 
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Reflections on the Pure Theory of Money of J. M. Keynes. F. A. 
von Hayek. Trends in Business Administration. A. PLANT. 
Marginal Productivity and the Principle of Variation. J. R. Hicks. 


Journal of the Royal Statistical Society. 


Vol. XCV. Part I. Business Forecasting: a Quantitative Investiga- 
tion of the Influence of Money on Trade Development. R. G. 
Guenpay. The Balance of Trade: a Discussion. E. C. SNow 
and others. 

International Labour Review. 


JANUARY, 1932. International Measures to create Employment. W. 
Woytinsky. Labour Conditions in French Agriculture. M. 
AvcE-Larisk. Social Economic Planning. G. A. JOHNSTON. 

Frsruary, 1932. A New Policy for Agricultural Labour. J. F. 
Duncan. The Effects of Rationalisation on Employment. R. TRE- 
MELLONI. The Seasonal Emigration of Polish Agricultural Workers 
to Germany. G.S. RABINOVITCH. 

Marca, 1932. Prison Labour (Official). The Seasonal Emigration of 
Polish Workers to Germany (contd.). G.S. Rasrnovitcu. The 
Housing of Agricultural Wage-paid Workers. 

Apri, 1932. Recent Emergency Legislation in Germany, with Special 
Reference to Wages and Hours of Work. ¥.S1rzter. The Employ- 
ment of Women since the War. A.VALLENTIN. Prison Labour, I. 


Quarterly Journal of Economics. 


Frsruary 1932. Import, Export, and Domestic Prices in the United 
States, 1926-30. T. J. Kreps. The Standard of Value. A. E. 
Munroez. Mileage Rates and the Interstate Commerce Commission. 
8S. Dacaetr. Economics and Sociology: Marshall in Relation to 
the Thought of his Time. T. Parsons. The Yellow Dog Contract. 
J. I. SzrpmMan. 


Journal of Political Economy. 


Frsruary, 1932. Some Problems in the Theory of National Income. 
M. A. CopeLanp. Farm Relief, Agricultural Prices, and Tariffs. 
L. B. Zapotron. The History of an English Village. J. U. NEF. 
Distrust of Bank Deposits as measured by Federal Reserve Note 
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American Economic Review. 
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of "Institutional Economics. P.T. Homan. Webb-Pomerene Law. 
L. T. Fournier. Collateral at Federal Reserve Banks. R. B. 
WESTERFIELD. Central Gold Reserves, 1926-31. W.R. GARDNER. 
Economics of Brokers’ Loans. W. J. E1rvTEMAN. 
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Journal of Economic and Business History. 


Frsruary, 1932. Bank of America. H. B. Preston. England’s 
Return to the Gold Standard in 1925. L. SmituH. Material for a 
History of American Textile Machinery. J. T. Lincotn. The 
Wedgwoods : Ten Generations of Potters. R. M. Hower. 
nomic Relations between Byzantium and Old Russia. A. VASILIEV. 
Price Fluctuations in Ancient Babylonia. H. F. Lutz. 

May, 1932. The Rise of Big Business. N.S. B. Gras. The French 
Coffee Syndicate 1887-9. M. A. Aprams. EH. W. Clark and Co., 
1837-57. H.M. Larson. Early Business Methods in the Texas 
Cattle Industry. T. J. CauLtEy. Government Factory System 
among the Indians. E. B. Westry. Trade and Industry in 
Colonial Maryland. P. H. GippeEns. Treatise on Book-keeping 
under the Fuggers. M. L. Hartsoucn. Babylonian Partnership. 
H. F. Lutz. Statistics on Franco-American Trade 1778-1806. 
E. Buron. 

Review of Economic Statistics. 


NovemsBer, 1931. Foreign Trade and the Business Cycle. C. J. 
and H. L. Mico.Eav. 

Fepruary, 1932. The Copper Industry in 1931. F. E. RicutTer. 
Hoarding and the Expansion of Currency. J. B. HuBBARD. A 
Review of Recent Bank Failures. E. S. Coyte. The Sensitive 
Price Index. 8. J. Dennis. Review of the Year 1931. 


Annals of the American Academy of Political and Social Science. 


JANUARY, 1932. Power and the Public. The papers presented to a 
Conference to discuss the problems presented by the relations 
between public utilities and the general public. These papers 
deal with the Holding Company, Rates, Regulation, Valuation, 
Public and Private Ownership. 

Marcu, 1932. The Modern American Family. The papers deal with 
the historical aspects of family life; some transitional questions, 
such as birth control, intra-family relationships, and women’s 
employment; and with efforts at family stabilisation. 


Wheat Studies. 
(Food Research Institute, Stanford.) 


eg 0 1932. Economic Nationalism in Europe as applied to 

eat. 

Marcu AnD Apri. Russia as a Producer and Exporter of Wheat. 
Soviet Russia seems unlikely, in the next few years at least, to 
recover the pre-war position of the Russian Empire as an exporter 
of wheat. Russia’s domestic requirements are increasing with 
the growth of population and the limited expansion of rye. The 
large wheat exports of 1930-31 were made possible by excep- 
tionally high yields per acre and rationing of domestic consump- 
tion. 

May. Survey of Wheat Situation, Dec. 1931 to March 1932. With 
heavy feed use in North America, wheat consumption in 1931-32 
may still equal or exceed the high level of 1930-31 outside Russia 
and China. China’s imports are likely to set a new high record. 
World carry over is likely to be reduced by 50 to 100 million bushels. 
Most of the surplus will be in the United States. 
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Kyoto University Economic Review. 

DEcEMBER, 1931. Merits and Demerits of the Stoppage-at-source System 
in the Income Tax on Corporate Dividends. M. Kampe. On the 
Differential Birth-rate by Classes. Y. Taxata. Inter-relation 
between the Wealth and the Density of Population in Japan. S. 
Suiomi. Correlations between Spot and Future Quotations of 
Japanese Rice. K. TANIGUCHI. 


Index (Stockholm). 


SEPTEMBER, 1931. The World’s Staples. VII. Rayon. G. Morrara. 

OcToBER, 1931. The World’s Staples. VIII. Copper. F. E. Ricu- 
TER. 

NovemsBer, 1931. The World’s Staples. IX. Rubber. G. A. P. 
WEIJER. 

DEcEMBER, 1931. The Wheat Situation. G. J. S. BROOMHALL. 

JANUARY, 1932. The World’s Staples. X. Petroleum. W. Mautner. 

Frsrvuary, 1932. The World’s Commercial Banks, 1913-29. S. Bris- 


MAN. 
Marcu, 1932. The World’s Staples. XI. Sawn Woodgoods. T. 
STREYFFERT. 
Aprin, 1932. The World’s Staples. XII. Coffee. W.H. UKers. 


Ceylon Economic Journal. 


DEcEMBER, 1931. The Cycle of Booms and Depressions. B. B. Das 
Gupta. A summary of the main historical and existing theories. 


Indian Journal of Economics. 


JANUARY, 1932. Labour Turnover and Productive Costs. B. RB. S. 
Rao. Trade Booms and Depressions. S. K. Murangan. Inter- 
national Control of Price Levels. V. LL. D. Souza. Variance of 
Imperial Bank Advances. H. Stunna. Central Bank Constitutions. 
J. C. Smnwa. 

Studies (Dublin). 

Marcu, 1932. Richard Cantillon of Ballyheigue. J.C. Naaur. The 
Economic Theory of Loan Interest. E. J. Coyne. A discussion 
of the Canonical View, in relation to the views of Mr. Somer- 
ville, and a Review of Literature on this matter. 


Revue d’Economie Politique. 

NovemBER, 1931. Les caractéres nouveaux du cycle actuel. M. An- 
staux. L’assurance chémage est-elle la cause du chémage per- 
manent. KR. Picard. Origine utopique et metaphorique de la 
théorie du “laissez-faire” et de Véquilibre naturel. S. Bauer. 
Les investment trusts aux Etats-Unis et la crise de 1929-30. P. 
ScHwos. 

JaNnvuARY, 1932. Méthodes nouvelles pour mesurer Vutilité marginale. 
J. Moret et R. Friscu. Les manifestations récentes de la doctrine 
sociale du Saint-Siége. G. Lepuc. Essai sur les cons 
économiques des emigrations. J. Mortni-Compy. Le chémage 


technologique. G. KHERIAN. 
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Journal des Economistes. 


JANUARY, 1932. Hier et demain. E. Payren. Le marché des changes 
depuis la baisse de la livre sterling. P. CauBovz. L’ Allemagne 
économique. R. J. PIERRE. 

Fresruary, 1932. Les difficuliés présentes et les absurdités préconisées. 
E. Payen. La loi des débouchés. A.Linssz. L’industrie miniére. 
R. J. PIERRE. 

Aprin, 1932. Le commerce extérieur des principaux pays en 1931. 
R. J. Prerre. Le Budget de 1932. KE. Payen. 


Revue de l'Institut de Sociologie. 


OctoBER, 1931. L’étranger dans Vhistoire économique de la Belgique. 
B. S. CuHiepner. Budgets owvriers en 1891 et en 1929. M. 
GOTTSCHALK. 


Schmollers Jahrbuch. 


1932. LErrinerungen an Lujo Brentano. W. Lorz. Kor- 
porative Wirtschaft. J. DoBRETSBERGER. System der Handels- 
funktionen. F. Repuicn. Zahl und Inhalt bei Wahl, Beschluss, 
und Volksabstimmung. A. TECKLENBURG. Der Methodenstreit in 
der Soziologie. C. Encrt-Retmers. Die Getreidehandelspolitik 
und Kriegsmagazinverwaliung Friedrichs des Grossen und seiner 
beiden Nachfolger. A. SKALWEIT. 


Zeitschrift fiir Nationalékonomie. 


FEeBruary, 1932. Die Kurve des Geldnutzens und die Theorie des 
Sparens. U. Ricct. Grundlagen einer reinen Kostentheorie (Weil 
I). H. von Sracketperc. Zur Diskussion iiber die Kosten- 
und Lrtragstheorie. R. Limrmann. Das Grundproblem einer 
Theorie der Wirtschaftsinderungen. H. Bayer. 


Zeitschrift fiir die gesamte Staatswissenschaft. 


JANUARY, 1932. Wandlungen in der Problemstellung der theoretischen 

E. Eanrr. Die britische Bodenwertsteuer. F. 
EYER. 

Marcu, 1932. Rentenprinzip oder Rentenstellung. Grundsitzliches zum 
Streit iiber die Singularitat der Grundrente. O. VON ZwWIEDINECH- 
Siprennorst. Verwaltungsbehérde und Unternehmung. Organisa- 
tion und Personal. W. NoRDEN. 


Vierteljahrshefte zur Konjunkturforschung. 


SonDERHEFT 25. Zur Frage der internationalen Arbeitsteilung. A. 


Archiv fiir Sozialwissenschaft und Sozialpolitik. 


1932. Ldahmung der Weltwirtschaft. E. LepERrer. Revier- 
bildung und provinziale Streuung der Industrie. G. Brizrs. Maz 
Weber und Karl Marx. K. Lowrra. 

Aprit, 1932. Substanzverluste. J. MarscuaK. Der Funktionswandel 
O. Kaun-Freup. Max Weber und Karl Marz. 
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Jahrbucher fiir Nationalékonomie und Statistik. 


Fresruary, 1932. Hin Quantenproblem der Sozialwirtschaft. Die 
Unzuldnglichkeit der Ratio. K. L. 

Marcu, 1932. Der Erkenntnisweit der Kaufkraftparitdtentheorie. S. 
WENDT. Die vermeintlichen Kreditkreierungen und die Konjunk- 
turschwankungen. M. BountaTIAN. 

AprIL, 1932. Werturteil und Produktivitdtsbegriff in der Wirtschafts- 
wissenschaft. W. WrppicEn. Fichte und der Sozialismus. J. 
HASHAGEN. 

Weltwirtschaftliches Archiv. 


AprIL, 1932. Staat und Wirtschaft. C. Eckert. A classification of 
mutual relations of industry and politics, with a discussion of the 
changes in this relation in Germany, especially since the war. 
Monopolistische Preispolitik in der Depression. A.MaAur. Rigidity 
of prices as a consequence of monopolist enterprise intensifies 
depression. On the other hand, the requirements of a working 
price system cannot be directed against the individual producer. 
Special conditions of profit under incomplete monopoly frequently 
cause rigidity of the price system. Reduction of prices must be 
general, and this implies the simultaneous reduction of other 
elements of cost. Elasticity of individual prices, and stability of 
the price level, are needs of the conjuncture policy, which are not 
mutually exclusive but supplementary. Zur Theorie der Kon- 
junkturschwankungen. F. Brock. The final cause of boom lies 
in the endeavour of the producer to expand. The disturbance of 
equilibrium caused thereby between the “ production ” and “ con- 
sumption ”’ industries causes a relative scarcity of consumers’ 
goods, and gives an extra profit to the producers. The stoppage 
of the boom depends mainly on the increase of wares, and the 
simultaneous scarcity of labour applicable to the ‘“ production ” 
industries. The whole wave has two distinct phases: recovery 
from depression to equilibrium, and the special boom period. 
Strukturelle Voraussetzungen Wirksamer Industriezille. H. Gross. 
The structural conditions of production of the protected industries 
of a country are reduced to a general formula. Comparative 
study of national conditions is further applied to determine the 
protective policy of countries with export industries. Die Export- 
politik und das Problem der Exportfahigkeit der USSR. By 
Pav CzEcnowicz. The present export policy of the U.S.S.R. is 
to increase exports by all possible means. The losses resulting 
from the sale of exports below their cost price are, to a large 
extent, only apparent. The U.S.S.R. home market is insufficiently 
supplied in the goods that are exported. The study is based on 
official documents and contains detailed statistical data concern- 
ing the prices and production of export goods and the consumption 
of such goods in the U.S.S.R. Das Problem des wirtschaftlichen 
regionalen Zusammenschlusses der innereuropdischen Staatenwelt 
und seine Bedeutung fiir Deutschland. B. IscHBoLpIN. A dis- 
cussion of the conditions under which the economic crisis can be 
mitigated by regional conventions, involving preferential tariffs. 
A number of plans, such as “ Agrarblock,” or the ‘‘ Mittel-Europa ” 
projects, are rejected in favour of a closer relation between an 
extended “‘ Great Germany ” and a Slav “small entente.”” Die 
Industrialisierung der Britischen Dominions und die Riickwirkung 
auf thre weltwirtschaftlichen Stellung. F. Borox. 
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De Economist. 


DeceMBER, 1931. De Indische Begrooting voor 1932. J.C. KigLstTrRA. 
The writer discusses the financial position of the Dutch Indies in 
recent years and the budgetary deficiencies. The new taxes in 
the most recent budget are criticised. The general tenor of the 
article is that Dutch colonial policy (as exemplified, e.g., in 
education), instead of following the natural development of 
society, is anxious to impel development along predetermined 
lines towards an end which it considers ought to be reached. The 
next years must be years of economy and reflection. There is 
need of a policy which is conservative in the good sense, guided 
by reality and not by desires and aspirations with regard to the 
future, and based on historical development rather than doc- 
trinaire ideas. Enkele beschouwingen over de toepassing van den 
goudwisselstandaard. G. Brouwers. A discussion of objections 
raised against the gold standard, especially the criticisms of Dr. 
Mlynarski in the documents of the Gold Delegation of the League 
of Nations. 

JANUARY, 1932. Onafgebroken voortzetting of voorloopige opschorting 
van de gedeeltelijke droogmaking der Zuiderzee? J. Bs. WESTER- 
piJk. Should the work of reclamation of the Zuider~ Zee be 
pushed on or provisionally suspended? The writer gives a history 
of early proposals for the drainage of the Zuider Zee, and (in 
greater detail) an account of events since 1918 and of the numerous 
Commissions which have dealt with various aspects of the ques- 
tion. A favourable conclusion is reached on the quality of the 
soil in the recovered areas, despite their present appearance. On 
the financial side, particulars are given of the estimates made at 
various times and of the actual expenditure, and it is shown that 
these estimates have been enormously exceeded. The very great 
losses which the writer anticipates will be increased if the Govern- 
ment, in view of the low level of agricultural prices, has itself to 
assume the responsibility for the management of the recovered 
areas and is unable to sell or let these lands. Vrijhandel en 
economisch herstel. H.W.C. BorpEwWkK. A statement, on more 
or less orthodox lines, of the case for Free Trade. Nations have 
need of each other, and the recent development of Nationalism is 
one of the most baneful inheritances of the war. The policy of 
protection, in which it is manifested, is one of the greatest causes 
of present-day depression. If an industry is in difficulties, sub- 
sidies are preferable to import duties. Recent events in Holland 
are discussed. The universal striving for national economic inde- 
pendence involves a danger to future peace. Beschowwingen over 
onzen buitenlandschen handel in de beide na-oorlogs-depressies. 
W. L. Vaux. A study of the figures for Dutch foreign trade 
with reference to the crisis of 1920 and the present-day depression. 


Giornale degli Economisti. 

DecEMBER, 1931. F. Insotera. Nuovi fondamenti alla costruzione 
delle tavole selezionate di mortalita. B. FodA. Recenti teorie mone- 
tarie del ciclo. A survey with a certain amount of critical com- 
mentary of some recent contributions to the theory of the trade 
cycle, regarded mainly from the monetary standpoint. The 
authors discussed are Cassel, Hawtrey, Robertson, and Keynes. 
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Di alcuni effetti economici delle “ imposte sugli scambi.” PROFESSOR 
E. D’ALBERGO continues his analysis of the turnover tax. After a 
somewhat detailed treatment of the incidence and effects of the 
tax on different industries and branches of activity, he concludes 
that ‘“‘ the tax disturbs the equilibrium of prices existing before its 
introduction, in a larger measure than any other tax on commodi- 
ties, and may impede in a marked degree productive activity (both 
industrial and commercial) the formation of income and the 
accumulation of saving.” 


JANUARY, 1932. M. Fanno. Camillo Supino. Causalita e casualita 


nella filosofia naturale. Prorzssor G. PoLvanti stresses the extent 
to which elements of chance and of indeterminateness appear 
in the midst of all the apparent order and causality of natural 
phenomena and finishes by citing the following passage from the 
Divine Istituziont of Lattanzio: Hominis sapientia est ut neque 
te omnia scire putes, quod Dei est; neque omnia nescire, quod 
pecudis. Est enim aliquod medium, quod sit hominis. Id est 
scientia cum ignoratione coniuncta et temperata! L. Rossi. Del 
concetto di elasticita in economia. A discussion of some ambi- 
guities in the interpretation by certain economists of the term 
elasticity, with special reference to the use of the terms “ rigidity ” 
and “‘inelasticity (anelasticita). L.Ganermi. Homo oecono- 
micus ”’ e Stato corporativo. Chiarimento necessario. A reply to 
the article by Professor A. Contento in Giornale for July 1931. 


FEBRuARY, 1932. Nuovi problemi della teoria del commercio inter- 


nazionale. ProFEssor G. DEL VEccHIO in a brief note suggests 
that theoretical problems of international trade have been treated 
hitherto too much from a statical point of view, and that a dynami- 
cal approach might have fruitful results. B. Fod. Sul metodo 
della scienza economica. A. Brecuia. Variazioni della richiesta 
d’una merce prodotia in concorrenza e relative variazioni del prezzo. 
E. D’AtBerco. I limiti di convenienza nei prestiti esteri. C. 
Paani. Banca e Stato. 


La Riforma Sociale. 


JANUARY—FEBRUARY, 1932. Histoire monétaire romancée. PROFESSOR 


A. CaBiaTI accuses Dr. Kinzig of having in his recent book, Behind 
the Scenes of International Finance, produced a work which bears to 
the actual economic events of the last few years much the same 
relation as the novels of the elder Dumas bore to the true history 
of Louis XIII. Basing himself partly on recent contributions of 
Mr. Balogh in the Economic Journal and the Banker, Professor 
Cabiati ae 7 Dr. Einzig’s book to a very vigorous destructive 
criticism. R.LEwis. Sullerimunerazioni percepite ammini- 
stratori di societa anonime. An analysis of the balance sheets of 
forty important Italian joint-stock companies shows the magnitude 
of the remuneration paid to the directors and members of the 
administration of these companies in relation to other items of 
expenditure. It is found that this remuneration often exceeds 
the whole amount annually set aside to reserve. F.Vito. Alcune 
osservazions intorno al progetto di legge sui cartelli in Ungheria. A 
critical account of the provisions of a Bill introduced into the Hun- 
garian Parliament in July 1930 for subjecting cartels to a measure 
of State control, somewhat on German lines. G. CARANO- 
Donvito. La Puglia nel Risorgimento. 
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NEW BOOKS 


British. 


Apams (L. P.). Agricultural Depression and Farm Relief in 
England, 1813-1852. P.S. King. Pp. 191. 7s. 6d. 

Baritey (L. J.). The Riddle of Rationalisation. Allen and 
Unwin. 6’. Pp. 128. 4s. 6d. 

Barou (N.). Co-operative Banking. P.S. King. 83”. Pp. 350. 
15s. 


BAxENDALE (A. 8.)._ The Doom of Gold: when and why gold will 
be demonetised. Cecil Palmer. 7}”. Pp. 23. Is. 

Benn (E. J. P.). Honest Doubt: being a collection of papers on 
the price of modern politics. Ernest Benn. 84”. Pp. 248. 6s. 

CaMPBELL (C. D.). British Railways in Boom and Depression: an 
essay in trade fluctuations and their effects, 1878-1930. P. S. King. 
83”. Pp. 125. 6s. 

CasseL (G.). The Theory of Social Economy. Translated by 
8. L. Barron. New and revised edition. Ernest Benn. 84”. .2 vols. 
42s. 

CutsHoitm (G. G.). Handbook of Commercial Geography. 12th 
ed., revised and edited by L. Dudley Stamp. Longmans, Green. 8}”. 
Pp. 825. 25s. 

ConENn (P.). The British System of Social Insurance. Philip 
Allan. Pp. 278. 12s. 6d. 

Cotes (K. A.). Emergency Finance for Small Business. Crosby 
Lockwood & Son. 7}”. Pp. 71. 2s. 6d. 

Daruine (J. F.). Monetary Leadership, with a Plan for an Empire 
Currency. Ernest Benn. 84”. Pp. 70. 2s. 6d. 

Doss (M.). On Marxism To-day. Hogarth Press. 7}”. Pp. 48. 
ls. 6d. 

Dovetas (D. C.) (Ed.). Feudal Documents from the Abbey of 
Bury St. Edmunds. Humphrey Milford (for the British Academy). 
93”. Pp. clxxi + 247. 30s. 

Exyzie (P.). The World Economic Crisis, 1929-1931. 2nd ed. 
Macmillan. Pp. 173. 7s. 6d. 

Feneton (K. G.). Railway Economics. Methuen. 7}”’. Pp. 
228. 5s. 

ForpuaM (M.). Britain’s Trade and Agriculture; their recent 
evolution and future development. Allen and Unwin. 72”. Pp. 224. 
7s. 6d. 

Guascow (G.). The Scottish Investment Trust Companies. Eyre 
and Spottiswoode. 102”. Pp. 204. 50s. 

Grecory (T. E.). The Silver Situation. Manchester University 
Press. Pp. 48. 1s. 6d. 

Gremanvs (T.). The Value of Money. P. 8S. King. 8}”’. Pp. 
364. 15s. 

Gree (J. Y. T.) (Ed.). The Letters of David Hume. Oxford, 
Clarendon Press. 8?”. 2 vols. 
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Harris (H. W.). The Future of Europe. Sidgwick and Jackson. 
7}". Pp. 130. 3s. 6d. 

Hutton (D.G.). Nations and the Economic Crisis. Sidgwick and 
Jackson. 7}”. Pp. 168. 3s. 6d. 

Jack (D. T.). Currency and Banking. Pitman. 74”. Pp. 196. 
5s. 

James (F. C.). England To-day: a survey of her economic 
situation. P.S. King. 7}”. Pp. 238. 6s. 

JaTHAR (G. B.) and Bert (S. G.). Indian Economics. Oxford 
University Press. 9}”. 2 vols., Vol. I, 3rd ed. Vol. II, 2nded. 9s. 

Kate (V. K.). Problems of World Economy. Madras University. 
93”. Pp. 163. 

Katmane. India and Ceylon, a Federation. P. 8. King. 7}’. 
Pp. 128. 4s. 

Kwnowuss (L. C. A.). Economic Development in the Nineteenth 
Century; France, Germany, Russia, and the United States. Rout- 
ledge. 82”. Pp. 368. 12s. 6d. 

Latrp (D. A.). Psychology and Profits. Williams and Norgate. 
7”. Pp. 175. 6s. 

Leacock (S.). Back to Prosperity : the great opportunities of the 
Empire Conference. Constable. 73”. Pp. 102. 3s. 6d. 

London School of Economics. Series of reprints of Scarce Tracts, 
No. 10. Mathematical Psychics. By F. Y. Edgeworth. 8}”. Pp. 
150. 5s. 

No. 11. Grundziige der Theorie des wirtschaftlichen Giiterwerts ; 
von E. v. Bohm-Bawerk. 84”. Pp. 150. 5s. 

Mackenzik (K.). The Banking Systems of Great Britain, France, 
Germany, and the United States of America. Macmillan. 7}”. Pp. 
239. 3s. 6d. 

Peppi£ (J. T.). The Crisis of the £. Macmillan. 83". Pp. 138. 
7s. 6d. 

People’s Year Book; being the 15th annual of the English and 
Scottish Co-operative Wholesale Societies. Manchester, Co-operative 
Wholesale Society. 8}”. Pp. 360. 2s. 

Scnotzs (A. G.). Education for Empire Settlement: a study of 
juvenile migration. Longmans, Green. 83”. Pp. 250. 7s. 6d. 

Scuumann (C. G. W.). The World Depression, South Africa, and 
the Gold Standard. London, Walker Bros. 83’. Pp. 153. 7s. 6d. 

Strkin (D.). A Plain Guide to the Financial Situation. P. 8. 
King. Pp. 56. 2s. 6d. 

Social and Economic Aspects of the Drink Problem. V. Gollancz. 
8h". Pp. 180. 5s. 

Sramp (Sir J.). Taxation during the War. Humphrey Milford. 
92”. Pp. 252. 10s. 

Tocuer (J. F.). What is “Probable error”? Institute of 
Chemistry. 84”. Pp. 63. 

(C. N.), (S. C.) and DEoLaLKar (P. V.). Growth of 
Trade and Industry in Modern India : an introductory survey. Long- 
mans, Green. 8}". Pp. 398. 13s. 6d. 
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Wetts (H. G.). The Work, Wealth, and Happiness of Mankind. 


Heinemann. 84”. Pp. 850. 10s. 6d. 


Wison (R.). Capital Imports and the Terms of Trade, examined 
in the light of sixty years of Australian borrowings. Melbourne and 
London, Macmillan. 8}”. Pp. lll. 6s. 6d. 

YaxkuontorrF (V. A.). Russia and the Soviet Union in the Far 
East. Allen and Unwin. 83”. Pp. xxii + 454. 18s. 


American. 


Bowman (I.). The Pioneer Fringe. New York, American Geo- 
graphical Society. 10’. Pp. 361. 

Cuark (F. E.) and Wetp (L. D. H.). Marketing Agricultural 
Products in the United States. New York and London, Macmillan. 
83”. Pp. 672. 

Drx (L.). The Economic Basis for the Teacher’s Wage. New 
York, Lincoln School, of Teachers. 9”. Pp. 114. $1.75. 

Encyclopedia of the Social Sciences. Vol. VI. Expatriation- 
a New York and London, Macmillan. 102”. Pp. xxv + 713. 
37s. 6d. i 

Hansen (A. H.). Economic Stabilisation in an Unbalanced World. 
New York, Harcourt Brace. 84”. Pp. 384. 

Smiru (N. L.). The Fair Rate of Return in Public Utility Regula- 
tion. Boston and New York, Houghton Mifflin Co. 73”. Pp. 
x + 334. $3. 

French. 


Apercus européens. Conférences organisées par la Société des 
Anciens Eléves et Eléves de I’Ecole Libre des Sciences Politiques. 
Paris, Félix Alean. 74”. Pp. 149. 12 fr. 

Ascu (S.). Monnaie et finance. Le role de la Banque des Régle- 
ments Internationaux aprés l’étalon or. Paris, Félix Alcan. 7}”. 
Pp. 134. 12 fr. 

Borpewyk (H. W. C.). Les finances aux Pays-Bas 4 la fin de la 
guerre (1918-1922). Paris, Aux Editions du Monde Nouveau. 10’. 
Pp. 151. 

GraziaDEI (A.). La rente et la propriété de la terre (critiques aux 
théories de Marx). Paris, Marcel Riviere. 9”. Pp. 147. 20/fr. 

HorruerrR (R.). L’économie marocaine. Paris. Recueil Sirey. 
10”. . 340. 
LxescurE (J.). Des crises générales et periodiques de surproduction. 
4th ed. Tome I. Le phénoméne. Tome II. Causes et remédes. 
Paris, Les Editions Domat-Montchrestien. 9”. 2 vols. 65 fr. 

Smuanp (F.). Le salaire l’évolution sociale, et la monnaie. Essai 
de théorie expérimentale du salaire. Tomes II et III. Paris, Félix 
Alcan. 10’. 2 vols. 120 fr. 

(E.). Les fondements nouveaux del’économie. Rational- 
isation et monnaie dirigée. Paris, Marcel Riviere. 83”. Pp. 207. 
25 fr. 

The Pound and the Dollar; or, Gold, Debts, and Taxes. Paris, 
The Vendome Press. 84”. Pp. 132. 
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German. 


Bente (H.). Kapitalabwertung und Wirtschaftskrise. Tibingen : 
J.C. B. Mohr. 9}". Pp. 24. -80m. 

Biock (A.). Bausparen in England, Amerika und Deutschland. 
Berlin: Bauwelt-Verlag. 9”. Pp. 495. 


DoBRETSBERGER (J.). Freie oder gebundene Wirtschaft? Munich 
und Leipzig: Duncker und Humblott. 94”. Pp. 165. 7m. 

E1cuporn (K. von). Das Riatsel des Geldes. Ein Beitrag zur 
Deutung der Weltkrise. Munich und Leipzig : Duncker und Humblot. 
9”. Pp. 23. 1.50m. 

Friscu (R.). New Methods of Measuring Marginal Utility. 
Tubingen: J.C. B. Mohr. 93”. Pp. 142. 

GumperRz (J.). Die Agrarkrise in den Vereinigten Staaten. 
Leipzig: Hans Buske. 9}”. Pp. 182. 11m. 

Kerscnact (R.). Devisenbewirtschaftung. Ein Abriss_ ihrer 
ékonomischen Probleme. Berlin: Carl Heymanns Verlag. 9”. Pp. 
64. 

Kuuiscuer (A. und E.). Kriegs- und wanderziige Weltgeschichte 
a Voélkerbewegung. Berlin und Leipzig: Walter de Gruyter. 10’. 

230. 

LeperEr (E.). Planwirtschaft. Tiibingen: J.C. B. Mohr. 9”. 
Pp. 48. 1.20 m. 

LuprEwie (W.). Die Anbauzonen des Weizens in den Vereinigten 
Staaten und die Methodik ihrer kartenmassigen Darstellung. Berlin : 
Paul Parey. 10’. Pp. 103. 9.40 m. 

Manes (A.). Versicherungswesen. System der Versicherungs- 
wirtschaft. 5 Aufl. Band III. Personenversicherung. Leipzig und 
Berlin: Teubner. 9”. 22m. 

Mompert (P.). Bevélkerungsentwicklung und Wirtschaftsgestalt- 
ung. Leipzig: Hans Buske. 9}”. Pp. 77. 4.30 m. 


Muus (K.). Die Entthronung des Goldes. Betrachtungen zur 
internationalen Krisis der Goldwahrung. Berlin: Junker und Dinn- 
haupt. 9”. Pp. 53. 

Reicuenau (C. von). Die Kapitalfunktion des Kredits. Ein 
methodischer Versuch. Jena: Gustav Fischer. 9}”. Pp. 180. 9m. 

Scuick (A.). Das Sowjetbankwesen und die Rolle der Banken in 
der Sowjetwirtschaft. Berlin: Ost-Europa-Verlag. 9”. Pp. 100. 
4.50 m. 

Woyrtinsky (W.). Internationale Hebung der Preise als Ausweg 
aus der Krise. Leipzig: Hans Buske. 9}”. Pp. 163. 12.50 m. 


Italian. 

Corsino (E.). Annali della economia Italiana, Vol. I-II. Citta 
di Castello. 

DE Srerani (A.). La deflazione finanziaria: 20 lire. 

Dragoni (C.). Economie agrarie. Milan: Hoepli. Pp. 794. 
60 lire. 
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MENGARINI(P.). I caratteri economici della speculazione. Rome: 
Libreria Int. ‘ Modernissima. 84”. Pp. 115. 12.50 lire. 


MicuHeEts (R.). Introduzione alla storia delle dottrine economiche 
politiche, con un saggio sulla economia classica italiana e la sua in- 
pg nella scienza economica. Bologna: Zanichelli. Pp. 310. 
15 lire. 


Moranpi (R.). Storia della grande industria in Italia. Bari: 
Laterza & Figli. 8’. Pp. 300. 22 lire. 

Pua.ikEsE (M.). La politica finanziaria ed edilizia del comune e del 
Land di Vienna. Pavia: Treves-Treccani-Tumminelli. 93”. Pp. 84. 

Sprrito (U.). I fondamenti della economia corporativa. Milan : 
Treves-Treccani-Tumminelli. 8}”. Pp. 281. 15 lire. 

Vanoni (E.). Natura ed interpretazione delle leggi tributarie. 
Padova: Cedam. 10”. Pp. 302. 35 lire. 


VeERRI (P.). Bilanci del commercio dello Stato di Milano. Turin: 
La Riforma Sociale. 103”. Pp. 119. 16 lire. 


Official. 
LEAGUE oF NaTIoNs. 
Memorandum on commercial banks, 1913-29. Geneva. (Lon- 
don: Allen and Unwin.) 102”. Pp. 429. 12s. 


The social aspects of Rationalisation. (International Labour 
Office. London: P.S. King.) Pp. 381. 8s. 


H.M.S.0. 


Final report on the census of production of the United Kingdom 
(1924). Mines and quarries, the timber trades, manufactures of 
clay, stone, etc., and the building and contracting trades, public 
utility services and Government departments: and an appendix 
containing general statistical tables. 93}'’. Pp. 473. 7s. 


TURKEY. Orrick CENTRAL DE STATISTIQUE. 
; Annuaire statistique, 1930-31. Ankara. 11”. Pp. 433. 
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